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or more than 200 years, the United States Pestal

Service has kept'the American people connected by
mail, delivering to more than 137 million households
across our great natien six days a week.

Our work is a proud, time-honored tradition. And,
though we find ourselves facing a trying time in our
nation’s history, our resolve is unwavering. We will con-
tinue to deliver America’s mail.

Through adversity in the form of unprecedented acts
of terrorism, the 800,000 men and women of the
United States Postal Service remain committed to
keeping our nation’s fundamental communications
network delivering.

We, the United States Postal Service, stand united with
our employees, with customers, with legislators, with
the mailing industry and with American businesses.

We stand united with America in the cause to held our
great nation, and our way of life, together.
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how to read our ANNUAL REPURT

WELCOME TO OUR WORLD

nside the pages of this United States

Postal Service 2001 Annual Report, we

will tell you a story of unicy. Well
explain how we at the Postal Service — all
800,000 of us — are focused on developing
people, improving service, managing costs,
growing revenue and pursuing reform. And
we will show you how thar focus is helping to
ensure a more efficient and highly responsive
Postal Service — one positioned to continue
fulfilling our mandate of universal service to
the people of America.

We've worked to make sure this report
centains the facts that you need to know
about your Postal Service.

You'll find our financial highlights below.
Page 3 contains a summary of the year’s
and highlights.

business operational

Postmaster General and Chief Execurive
Officer John E. Potter, and Robere E Rider,
Board of Governors Chairman, have written
a letrer to America on page 4. In it, they

FINANCIAL HIGHLIGHTS

o s

Accumulated lpsses atend of year* (5360 . G880 - _gAm)
Tatal net capital deficiency - . 8038 $(646) $un)
Number of carer employees TSI . 7815 97785
Mail voluma (ilions of peces) -~ LN 2Bw 201,644

' CATINE BT 149261

New addressés served
* Losses accumulated since the Postal Service was created in 1971 with maadate to set rates such that revenue covers costs,
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talk abourt our efforts to continue our long
tradition of trust, innovation and service.
They address our accomplishments and
challenges and outline our plans for the
future. The pages that follow contain a thor-
ough review of our performance through a
very challenging period. Then page 15
begins an in-depth discussion of our
finances.

Throughout 2001, the Postal Service has
continued to build on a solid record of
accomplishment. We kept service ar record
heights, achieved greater levels of efficiency
and kept pace with the needs of a growing
nation. Despite the limitations of a legislative
charter more than three decades old, the
Postal Service carries almost half of the
wotld's mail — and does this huge job in a
business-like manner — without operational
subsidies.

This is the story of your Postal Service in
2001.

e
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2001 HIGHLIGHTS

MAKING THE GRADE. We scored high marks
on Government Fxecutive Magazines Federal
Performance Report, earning A's in managing
for resules, financial management and physi-
cal assets management.

GIVING CONSUMERS GREATER CHOICE. Our
groundbreaking business alliance with Fed Ex
provided the air transportation nerwork we
needed to meet customer requirements for
more reliable service and reduced costs. The
agreement has doubled the market reach of
Express Mail Next Day®, and Priority Mail

Two Day™ services.

PRIORITIZING COMMITMENTS. We restruc-
tured our organization to bring more focus
to priorities and the core business, Changes
in our headquarters and field organization
are enabling us to better serve the American
people by establishing a leaner management
structure.

IMPROVING OPERATIONS. Technology upgrades
that track mail and enhance accounting and
timekeeping systems enabled us to provide
near real-time mail flow information to large
mailers and postal operations. Mailers can
track their mail as it flows through our auto-
mated mailstream. The Postal Service can

y/ PY UNITED STATES

better match equipment and staffing to
workload, improving productivity and
reducing operating costs.

CHAMPIONING SMALL AND LARGE BUSINESSES.
We're making Priority Mail® more afford-
able and offering mailers more options and
greater value. Experimental Priority Mail
Presort discounts are measuring the costs of
mailer presortation to determine if incentives
would be attracrive and beneficial to mailers.

TAKING PRIDE IN GUR PERFORMANCE. External
First-Class Mail® delivery scores, as recorded
by PricewaterhouseCoopers, showed that
94% of Firse-Class Mail destined for next-
day delivery received overnight service.

BOING QUR PART. We received seven White
House “Closing the Circle” awards for envi-
ronmental achievement, bringing our total to
37 awards since the recognition began in

1995.
OPENING EYES. As part of our mission to bind

the nation together, we partnered with the
Dave Thomas Foundation to focus national
attention on adoption. The Adoption stamp
provided a vehicle for highlighting this

important cause.

TURNING HEADS. For the second year in a row,
Fortune Magazine ranked the Postal Service
among the nation’s top 20 employers for
minorities.

BUILDING QUR BRAND. Our Pro Cycling Team,
led by Lance Armstrong, delivered ics third
consecutive win at the world’s foremost
cycling event, the Tour de France.

DELIVERING FOR OUR NATION. In the wake of
the September 11th tragedies, we maintained
normal collection, processing and delivery of
mail to the people and businesses of America.

SHAPING QUR FUTURE. At the request of Con-
gress and the Comptroller General of the
United States, we are developing a compre-
hensive Transformartion Plan to position the
Postal Service for long-term success in an
increasingly dynamic marker. The plan
explores changes possible within our existing
legislative framework, moderate legislative
change to increase flexibility in key areas, and
options for long-term, comprehensive
changes to shape and support the Postal
Service of the future.
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a letter from the PUSTMASTER GENERAUCEU and

...AND TO THE REPUBLIC. ..
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To the President, members of Congress,
postal employees and the American people.

This is a time unlike any other — both for
the Postal Service and
for America. Tt is a
rime thar calls for
strength, courage and
the determina;tion 1o
move ahead. Above
all, it calls for uniry.

Each of us in the
Postal  Service s
working to deliver
secure, affordable and
universal mail service
to the people of America. That is our job and
we will continue to do it.

Yes, we face some challenges. A changing
economy and rising labor costs have driven up

our costs while they have reduced our revenue.



te GHAIRMAN, BOARD OF GOVERNORS

At the same time, our fixed costs have
risen as we expanded to serve more than 1.7
million new addresses last year. A strong and
focused response has helped us to reduce
expenses, while maintaining consistently
high service performance.

EThe Postal Service has been a reliable,
trusted provider of communications for more
than two centuries. It is a basic and funda-
mental service provided to the people of
America by their government. It helps keep
Americans in rouch, and it is the hub_of a
$900 billion mailing industry. We are work-
ing to keep this critical national asset strong
and vibrant, today and far into the future.

From a business perspective, we are pur-
suing joint strategies of increasing revenue
and managing costs. To help us accomplish
these goals, we are completing an organiza-

tional restructuring that better aligns our

operations, marketing and sales activides.
These changes are also bringing greater effi-
ciency to our adrainistrative and support
functions.

Our combined efforts have resulted in the
removal of more than $900 million in costs
from our system. We consider that quite an
accomplishment.

Looking to the future, we are completing
a comprehensive transformation plan that
will help to position the Postal Service for
continued success in an increasingly dynamic
market. We are taking a three-step approach
to this effort.

The first is the implemenration of signif-
icant and positive actions to drive efficiency
and performance within our existing legisla-
tive frameworlk. The second is seeking mod-
est legislative change that would bring mod-

ern management tools to pestal operations.

The third is idenrifying options for long-
term comprehensive changes what will define
and support the role of the Postal Service well
into the 21st century. Development of this
plan has been among our highest priorities.

We cannot say often enough how proud
we are of the 800,000 men and women of
the United States Postal Service. Th’rough
unprecedented adversity, including acts of
terrorism that resulted in the loss of two ded-
icated employees, they have continued to do
their jobs and proudly upheld che principles
of universal delivery service.

We are grateful to every postal employee,
in every city, and in every town, for under-
standing the importance of our work in serv-
ice to the American people. On behalf of the
United States Postal Service, we thank them
for helping us to stand united with the
nation we serve,

Sincerely,

Z.

John E. Potter
Postmaster General and CEQ

Robert E Rider
Chairman, Board of Governors
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2001: UNITED WE STAND

... FOR WHICH IT STANDS. ..
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the Board of Governors at the Postal
Service’s Washington, D.C. headquar-

ters. Through the windows, some who were

I t was the regufar, monthly meeting of

attending the meeting saw a brilliant orange
flash and dark smoke across the Potomac
River. It was September 11. A jedliner hijacked
by terrorists had just struck the Pentagon, fol-
lowing similar attacks on New York's World
Trade Center. Qur narion was at war.

Through the anxious days that followed,
the Postal Service continued to do what it
does best — deliver the mail. The appearance
of letter carriers making their rounds in vir-
tually every community, both on the day of
the attacks and over the next week, helped to
reassure the nation that the fabric of everyday
life, although damaged, intact,
That damage included our Church Streer
Station, located in the shadow of New York’s
Twin Towers. Our employees got out safely,
and the Postal Inspection Service secured the
mail until delivery arrangements could be
made for customers in restricted areas of
New York.

The temporary suspension of commer-
cial airline traffic and new security restric-
tions imposed by the Federal Aviation
Adminiscration resulted in significant shifis

was

of mail from air to surface transportation.

Our new alliance with FedEx was invaluable
in keeping as much mail as possible in the
air. Despite the changes imposed on our
operations, we continued to serve the
American people with high levels of per-

formance.

Subsequent to the fiscal year, terrorists
used the mail to attack representatives of our
government and the media. Tragically, two
Postal Service employees, Joseph Curseen Jr.
and Thomas Morris Jr., were among five
Americans who died as a result of this assault
on out freedom. The men and women of the
Postal Service found themselves on the front
lines of a new kind of war. They became
quiet heroes simply by doing their jobs and
keeping the mail moving,

Meanwhile, we worked to keep the mail
safe, through a nationwide campaign of edu-
cation, investigation, prevention and inter-
vention. Every address in America received a
postcard with information about how to
identify — and what to do with — suspicious
mail. The Postal Inspection Service, working
with the FBI and other law enforcement
agencies, continued investigaring all leads.
The Postal Service and the FBI offered a
reward of $1 million — augmented by an
additional $250,000 from direct mailer
ADVO — for information leading to the
arrest and conviction of those responsible.
Personal pratective equipment and new oper-
ational procedures brought added levels of
protection to our employees. Finally, we pur-
chased sanitization equipment and services to
eliminate biological hazards from sorne mail
before it enters our processing system. We are
also exploring detection technologies.

For over 200 years, the mail has been a
welcome and trusted daily presence in every
home and business in America. We are doing
everything possible to keep it thar way.

“It is fitting that the U.S. Postal
Service — which has served the
people of this nation since the
dawn of cur Repubfic — will issue
the United We Stand postage
stamp. For our primary mission
has always heen fo hind the

nation together.”

Robert Rider, Chairman, United States Postal Service
Board of Bevernars.



united we stand with

he Postal Service’s greatest scrength is

the dedication of the men and

women who move Americas mail,
Our commitment to them is second to none.
From safety ta the wotkplace environment,
from skill-building w leadership develop-
ment, were united with our employees to
help serve you better.

And they agree. Every year, we ask cach
career employee how were doing and how we
can do better. This year, we experienced one
of the highest response rates ever And
employees are telling us that we're doing a
good job in creating a workplace environ-
ment that values inclusion and delivers fair-
ness.

DEVELOPING OUR PEGPLE
Effective leadership is the hallmark of any

successful organization. Developing our
future leaders is a job we take seriously. We've
developed innovative training programs that
help employees improve skills in their pres-
ent jobs. We're also helping chem prepare to
meet the challenges of tomorrow —— as tech-

nicians, supervisors, postmasters and execu-

4
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EMPLOYEES

tives. All of our training emphasizes account-
ability and integriry. Skills are important, but
values are at the hearr of our brand.

SAFEGUARDING OUR EMPLOYEES

Maintaining a safe and secure workplace
means that our employees can perform at
their best for our customers, It’s the right
thing to do. And management compensation
is tied, in part, to safety performance. This
encourages them to bring the greatest focus
possible to safe work pracrices, safe equip-
ment and safe facilities.

The safety of our employees was chal-
lenged as never before when the mail was
used as a vehicle for bioterrorist atracks.
Working with the foremost public health
officials in the nation, the Postal Service
implemented an aggressive and far-reaching
program to protect our employees, our cus-
tomers and the mail. Leaders of our employ-
ee unions and management associations were
actively involved in our efforts, which
involved education, prevention, intervention
and investigation.

...ONE NATION...
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united we stand with GUSTUMERS

EXFC externally measures collection box to
mailbox delivery performance. EXFC con-
tinuously tests a panel of 63 ZIP Code areas
on the basis of geographic and volume densi-
ty from which 90% of First-Class volume
originates and 80% destinates. EXFC is not
a system-wide measurement of all First-Class
Mail performance.

...UNDER GOD...

B United States Postal Servicg 2001 Annual Report

n 2001, the Postal Service processed and
Idelivered over 207 billion pieces of mail

to a delivery nerwork that grew by
1.7 million new addresses. We accomplished
this with fewer employees and fewer work
hours than last year. We managed to cut our
costs by $900 million while maintaining the
record service performance and high levels of
customer satisfaction.

EARNING YOUR TRUST
Your trust is important to us. So, we make it
our business to earn that trust with consistent
on-time delivery. External First-Class Mail
(EXFC) delivery scores, independently record-
ed by PricewaterhouseCoopers, showed that
94% of First-Class Mail destined for next-day
delivery received overnight service, maintaining
record performance for a second straight year.
Customer satisfaction measurements
showed that 92% of households surveyed
maintain a positive view of the Postal Service,
rating their level of satisfaction as “goed,”
“very good,” or “excellent.”

ADDING CONVENIENCE WHH SHIPPING TOOLS
The Shipping Center at www.usps.com
cnables customers to print Priority Mail with
Delivery Confirmation shipping labels right
from their home or office computer.

Customers can choose from domestic and
international shipping options for speed,
economy and value, order shipping supplies
and, using Web Tools, find the best ways to
ship efficiently.

MAKING MOVING EASIER

We didnt overlook the individual matler,
either. We've made moving easier for the 40
million Americans who change residences
each year with Internet Change-of-Address
(ICOA) service. Customers can complete
and submic their change-of-address form
online. ICOA is an enhancement .to the
MoversNet™ site on www.usps.com, which
allowed customers to print, complete and
submit the form te a Post Office. The
enhancement reduces the costs of manually
processing these forms and improves address
quality. Net result? Better service.

BREAKING DOWN BARRIERS

We translated into Spanish and Chinese the
cop 10 forms most commonly used by our
customers such as Certified Mail, Insured
Mail and Money Otders. The change will
help reduce long lines and increase business
among minorities.

First-Class




united we stand with LEGISLATORS

t the request of Congress and the
Comptroller General, we are prepar-
ing a comprehensive transformation

plan — 1o help shape the furure of the Postal

Service.

BLUEPRINT FOR OUR FUTURE
The plan will idendfy actions o help us

manage more effectively and better serve the
nation. It will also look at potential moderate
legistative changes to provide us with better
tools to meet the needs of our customers.
And it will identify the long-term, compre-
hensive changes thar will define and support
the role of the Postal Service well into the
21st gentury.

To help guide the plan’s creation, we have
asked for input frem our primary stakehold-
ers — Congress, mailers, the Postal Rate
Commission, and our employee unions and
management associations. Moreover, we
requested inpuc via Federal Register notice.

We have also issued Ar Qutline for
Discussion: Concepts for Postal Transformation.
It takes a fresh look at our options, challenges
and opportunities, helping stakeholders to
offer well-informed input. It’s posted on our
website, www.usps.com/strategicdirection.
We expect to issue the plan in March 2002.

LEGISLATIVE ACTIVITY
The 106th Congress passed the 2001

Treasury/Postal Appropriations bill. It provid-
ed $96 million w reimburse the Postal Service

Fund for free and reduced-rate mail. Of that,
$67 million provides free mail for the blind
and overseas voters. The bill reduced federal
and postal employee retirement contributions
by 0.4% and allows them to conrribute an
addidional 1% annually to the Thrift Savings
Plan, with a maximum of 10% for Civil
Service Retirement System employees and
15% for Federal Employees Retirement
System employees.

The Congress passed and the President
signed the 2002 appropriations to fund
free and reduced-rate mail. The Treasury,
Postal Service and General Government
Appropriations Act, Public Law 107-67,
provides $76.6 million funding for chis mail,
with approximately $47.6 million deferred
until October 1, 2002. It provides for con-
tinued free mail for the blind and overseas
voters.

The Act extends the Breast Cancer
Research stamp through 2003; requires the
issuance of a semipostal stamp (a stamp used
w raise funds in support of a designated
cause of charity} in 2002 vo aid families of
emergency relief workets killed or perma-
nently disabled while on duty as a result of
the Seprember 11 terrorist attacks against our
natien; requires the issuance of a semipostal
stamp to help fund programs against domes-
tic violence; and continues air wransportation

of baby chicks as mail.

° o BUT FORPEACE,
o LIBERTY AND SAFETY
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...WITH LIBERTY...
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he mailing industry is vital to our

nation’s infrastructure. This roughly

$900 billion industry — which
employs nine million people and accounts
for 8% of the gross domestic product —
is constantly being reshaped by an ever-
changing marketplace.

To enhance the value of the mail as a pri-
maty communications tool, the Postal
Service and leaders in the mailing industry
jointly brought together an executive-level
group that would provide recommendations
for a course of action tw enhance the mailing
industry’s ability to compete and thrive in
the future.

MAILING INDUSTRY TASK FORGE
Deputy Postmaster General John Nolan and

Pitney Bowes Chairman and CEO Michael
Critelli co-chaired the Mailing Industry Task
Force - a committee brought together to
assess the current role and value of hard copy
mail in business and consumer communica-
tions, evaluate the competitive environment
affecting the industry’s furure and identify
opportunities for future growth.

The Mailing Industry Task Force devel-
oped eight key recommendations. Among its

united we stand with THE MAILING INDUSTRY

suggestions is the creation of “intelligent mail”
wherein a unique, digital scamp for each piece
of mail would make it possible to track and
trace mail. The results would be improved
processing and delivery performance as well as
added security.

Other recommendations include devel-
opment of enhanced consumer services,
more efficient payment systems and alterna-
tive credit terms, mail preparation standardi-
zation, network optimization, a competitive
pricing strategy, improved address quality
and creation of an industry council.

The recommendations support strategic
imperatives to respond to customer needs,
make mail more competitive and unify the
industry. The task forces research demon-
strated that a nearly one tsillion dollar indus-
ty of postal services and mailing service
providers has been built around mail and its
delivery.

This fact, noted co-chair Critelli, “under- .
scores the role of the mail as an economic

engine, and the need to ensure is good
healch.”

The tull report of the task force is avail-
able at www.usps.com.

1997




united we stand with A ER'CAN BUS'NESSES

teracting new customers — and
keeping them — is a never-ending
challenge for small business owners.
So when a survey conducted by Millward
Brown found small business owners were
eager for easier, more cost-effective means of
attracting new customers, we knew we could

help.
SMALL BUSINESS TOOLS

We packaged our most sought-afies online
resources and tucked them under one, easily
accessible umbrella, the Small Business Tools
web  page, available at our website,
www.usps.com. The Small Business Tools
suite of services helps smal! business owners
gain new customets and offers tips and
strategies to help keep those customers com-
ing back.

A Direcc Mail package helps business
owners create direct mail campaigns that
deliver a focused message right to the front
door of prospective customers. A download-
able Direct Mail guide shows them how. Web
Tools also contains links to mailing services
such as list brokers and printers, and tem-
plates of brochures, envelopes and letters.

NetPost Mailing Online™ helps business
owners design their own printed letters, self-
mailers, invoices, newsletters and postcards.

We do the rest, working from the electronic
file to print, assemble and mail a completed
product.

NetPost CardStore™ helps small busi-
ness owners create customized advertising in
minutes, using an array of designs, fonts and
colors. Users can incorporate their own
phato, logo or artwork for a completely cus-
tomized look. The personalized cards are
printed and mailed the next business day.

Capuuring the attention of prospective
customers is so much easier with the right
tools, Whether it's guiding small business
owners to prospective customers or helping
them create and mail professional direct mail
pleces, the Small Business Tools suite of serv-
ices is both cost-effective and efficient.

OPENING & WINDOW T0 GUR OPERATIONS

Large business mailers can now erack their
mailings in near real-time with Confirm®,
our new service that uses PLANET CODE®
technology to identify the mailer and store
information about the mailpiece using a
unique bar code. The encoded data is cap-
tured when the mailpiece passes through our
sorting, equipment, then its transmitted to
the mailer's computer or our Track and
Confirm website at www,usps.com.

Confirm brings mailers one step closer ro
knowing where their mail is at any time, And
it gives our operations managers the infor-
mation they need to isolate and resolve prob-
lems, helping us to improve service to our
customers.

mgfmeejoﬂzdmdmé &

...AND JUSTIGE. ..
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united we stand with AN ER'GA
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...FOR ALL.
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t the Postal Service, we have learned
Athat if you want to send a mighry
message, you must wicld a mighty
wol. For more than GO years, the Postal
Service has helped raise awareness of impor-

tant social causes through the issuance of
tiny, yet powerful, postage stamps.

HELPING TG FIND A CURE

In 1998, we issued our nations first semi-
postal stamp, the Breast Cancer Research
stamp. It was created ro call attention to and
help find a cure for a disease that threatens the
fives of hundreds of thousands of women and
men each year — breast cancer. The net pro-
ceeds of this stamp above the cost of postage
are earmarked for research. It’s a cause we are
proud to champion.

Three years of sales have raised a ner $22.3
million in voluntary contributions, with
about $5.5 million of this amount being
raised in 2001. Costs recovered to date toral
approximately $650,000. We expect to con-
tinue this effort since Congress has extended
the sales period of the stamps for an addition-
al two years.

The Breast Cancer Research stamp is
valid as postage at the current First-Class
rate. It sells for 40 cents with up to 6 cents
per stamp going to designated research
organizations — the National Institutes of
Health and the Medical Program of the
Department of Defense.

THE LOVING ACT OF ADOPTION

Each year, we honor a company or organiza-
tion that uses the mail and works closely with

postal employees to increase awareness of an
important social issue. This year’s honoree, the
Dave Thomas Foundation for Adoption, was
recognized for using the Adoption Awareness
postage stamp to highlight adoption.
Founded by Wendy’s restaurant owner,
Dave Thomas, the Foundation’s commitment
to adoption extends far beyond the borders of
everyday business and into the hearts and
lives of people. With its goal of making adop-
tion work for children and parents, the foun-
dation serves as an active voice for more than
122,000 children who are in the child welfare
system. Its mission is clear: “Every child will
have a permanent home and loving family.”

KNOW MORE ABOUT DIABETES

Diabetes is the leading cause of blindness,
amputation, hearr artack, stroke and kidney
failure in both adults and children. It
accounts for more than $105 billion of annu-
al U.S. health care costs, It is a devastating
disease for which there is no cure. Bur there
is hope —— through research and awareness.

We're doing our part to encourage diabetes
education and research sponsorship with the
issuance of the Diabetes Awareness postage
stamp. It serves as the focal point of our year-
long diabetes awareness campaign, established
with assistance from the Juvenile Diabetes
Research Foundation International, the
American Diabetes Associarion, the National
Institutes of Health, the Centers for Disease
Control and Prevention and the American
Association of Diabetes Educarors. Together,
we'te working to turn hope into reality.




the BUARD ofGUVERNURS

The Postal Service Board of Governors is com-
posed of 11 indviduals, nine of them appointed by
the President of the United States, with the advice
and consent of the U.S. Senale. In tumn, the
Governors select the Postmaster General and,
along with the Postmaster General, select the
Deputy Postmaster Gererdl, both of whom also
serve on the Board.

NEG R. MCWHERTER
Appainted October 1335, term
expires December 2002. Member,
Audit and Finance Committes.
Former Governor for the State of
Tennessee ard Speaker, Tennessee
House of Representatives; Officer
and dwector of umerous compa-
nies in the ransportation, financial,
distribution, energy and health care
industries.

S. DAVID FINEMAN,
¥ICE CHAIRMAN
Appointed  May 1995 term
expires December 2003, Vice
Chairman, Strategic Planning
Committee. President, Fineman
& Bach, PC.. Member, Industry
Policy Advisory Committee to the
LS. Secretary of Commerce;
45 Trade Representative o

Member,

Department

LEGREE S. DANIELS
Appointed  August 1930 and
reappeinted  November 1899,
term expires December 2007,
Gapital
Committes. Former  Assistant
Sevretary for Ciwil Rights, U3,

of

The Board of Governors is comparable o the Board
of Directors of a publicly owned corporation. The
Board directs and controls the expenditures of the
Postal Service, joins in long-range planning and
reviews he practices and policies of the Postal
Service. Many of these activilies are coordinated
through the various committees of the Board.

ALAN C. KESSLER

Appointzd November 2000, term
expires  December 2008,
Member,  Capital  Prajects
{ommities. Attorney and entre-
prengur;  Member, Board of
Directors of Philadelphia Indus-
irigd Development Corporafion;
Partner, Wall. Block. Sehorr and

RGBERT £ RIDER,

CHAIRMAN
Appointed  May 1995, term
expires  December 2004,

Mamber, Stiategic Planning
Committee. Ghairman and CEO,
DA Newion & Son; Trustee,
Univarsity of Delaware; Director
of numerous companies and

ERNESTA BALLARD
Anpointed Kovember 1397
tarm expires Becember 2606
Chairman, Audit and Finance
Cammittes. President and
founder of Ballard &
Associates; Board member,
Ketehikan General Hospital.
LifeCenter Northwest and

Sofis-Cohen,  LLP:  Chairman,
Pennsybvania  Supreme  Gourl
Continuing  Legal  Education
Board.

institutions.

Projects

Education;

EINAR V. DYHRKGPP
Appointed November 1993, term
expires December 2007, Member,
Audit and Finance Committee.
President of Tecumseh Inter-
natignal  Corporation; Regional
Advisory Board member of the
Sauthern llinois liniversity Public
Policy Institute.

Alaska Forest Association.

TIRS0 DEL JUNCC, M.D.
Appointed July 1988, term
expired December 2000 Served
through 2007 on one-year exten-
sion, Member, Strategic Planning
Committee.  Surgeon; founder
and Chateman, Yos  Angeles
National Bank; President. Board

international trade policy.

Member, Board of Direclors.
Center for International Private
Enterprise and the Heinz Center

of Trustees of the CGueen of
Angeis Hospital Clisic  and
Research Foundation.

JOHN | WALSH
Appointed Noverber 1939, term
expires  December 2006
Chairman. Capital Projects
Gommittee. Former Prasident,
Ninth Square Association and
Deputy Controller and Purchasing
Agert o the Tity of tew Haven.
Connecticut; Member, Board of
Directors, Greater New Haven
Chamber of Commerce
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14 United States Postal Service 2001 Annual Report

Chairman’s letter

r I Y he Audit and Finance Committee
assists the full Beard of Governors in
fulfilling its fiduciary requirements.

The Chairman of the Board of Governors

selects the members of the Committee for

each calendar year. This year, the

Committee, whose members are Governors

Dyhtkopp, McWherter and I, met ten times

in conjunction with the regularly scheduled

monthly Board meetings.

In 2001, the Audit and Finance
Committee’s responsibilities were expanded
to include oversight of postal rate case devel-
opment, cash management and financial per-
formance. The Committee’s other responsi-
bilirtes, on behalf of the Board of Governors,
include oversight of the financial reporting
process, the soundness of the internal
accounting and control practices and the
integrity of the financial statements, as well as
postal rate case development, cash manage-
ment and overall financial performance. The
Committee also recommends to the Board of

Governors the selection of the independent
certified public accounting firm responsible
for the external audit work and oversees com-
pliance with the terms of the coneract.

During 2001, the Commitree focused on
both market and economic uncertaincy. We
recommended actions to maximize our
liquidity and cash management flexibilicy
and to minimize issuance of new debt. The
more significant actions taken include a new
rate case and a capital spending freeze.

We have reviewed and approved the
scope of work for the 2001 financial state-
ment audit. We have met joindy and inde-
pendently with Ernst & Young, LLP the
Inspector General, management and the
General Counsel to discuss the progress of
the audit. We have ensured independence
and objectivity in the OIG and external
audit programs.

Accordingly, the Committee recom-
mended, and the Board approved, the finan-
cial statements for 2001.

Ernesta Ballard,
Chatrman, Audir and Finance Committee
December 3, 2001
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This has been a year of challenge. It has been
a year of success. It has been a year of change.

The Postal Service faced the challenge of
improving performance above previous lev-
els. We faced the challenge of expanding to
serve an ever-growing nation. And we faced
the significant challenges of a changing
economy, a cumbersome rate-setting process

and the aftermath of the September 11 ter-

rorist attacks.

I am pleased to reporc that the Postal

Service met these challenges. We delivered
high levels of service. We improved the work-

place environment. We set new records for

efficiency in operations. At the same time,
aggressive and successful cost management
efforts limired our net loss to $1.7 billion,
down significantly from a figure thac could
have reached $3 billion.

While the Posral Service raised rates this
year, those rates reflected economic assump-
tions that were developed some two years ear-
lier, consistent with an extremely lengthy statu-
tory rate process. However, after we filed our
rate request in early 2000, we were faced with
a number of unexpected economic events.

One of these was unusually high infla-
tionary pressure on labor costs. The
cost per work hour increased by
5.8% in 2001, exceeding the

4.8% increase of 2000, In

addition, a downturn in

the economy affected
growth in mail volume and
revenue. Against this back-
drop, the independent Postal

Rate Commission failed to rec-

ognize the need for the level of
contingency funds included in the
rate case filed in 2000. The rate
process itself prevented full implementation
of new rates before the last quarter of the
fiscal year. These factors, combined, pro-

duced the year’s loss of $1.7 billion.



Managing costs and improving service
have become watchwords in the Postal
Service, and they exist comfortably side by
side. Last year we extended delivery w 1.7
million new addresses. We did thar while we
reduced the number of career emplayees by
over 11,500, and saved 23.1 million work
hm;rs. This drove a productivity gain of 1.3%,
with allied cost savings of $900 million. At the
same time, we achieved record levels of cus-
tomer satisfaction and quality service.

When we recognized that the economy
was changing, we put a temporary hold on
more than 800 capital facility projects
nationwide. At headquarters, we instituted a
hiring freeze and reduced programs. Other
actions were taken in administrative func-
tions throughout the organization. Without
these efforts, our net loss for the year could
have reached $3 billion.

And we will not stop there. Over the next
year, we will continue our work to increase
productivity and cut expenses. We will take
$2.2 billion in additional costs from our sys-
tem while we cut 25,000 more work years.
Despite these actions, we face a loss in 2002
that will exceed this year’s.

Looking ahead, we filed a rate case to meet
our needs for additional revenue in 2003, Our

proposals incorporate a modest contingency

provision of 3% of total projected costs for
2003. This amount, falling within the accept-
ed historical range for contingency provisions,
must serve as a cushion against unforeseen
events. However, it may not be adequate in
light of the dramatic events that have occurred
sinice September 11,

Clearly, the rate-setting mechanisms avail-
able within our existing statutory framework
fall short of what is needed to provide quality,
secure mail service in an uncertatn furure. This
inadequacy, combined with the delay inherent
in the rate-making process, will continue to
impede our ability o restore the Postal Service
to a position of robust financial health.

We face a furure thar has been forever
changed. We face unprecedented uncertain-
ty. We face atacks on the mail that seck to
cripple this essential conduit of American
ideas and commerce. But we will stand
strong and united against those who would
stop us from our historic mission of binding
the nation together. They have underestimar-
ed the resolve, the capabilities and the dedi-
cation of our employees.

We will continue to do all we can to pro-
tect the financial health of this great organi-

zation. From Maine to Hawaii, from Alaska

to Puerro Rico, we will continue to deliver

for America.

“hard J. Strasser, Jr.
“hief Financial Officer
and Execurive Vice President
November 9, 2001
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001 proved to be a very challenging

year for the Postal Service. A softening

economy and inflationary increases in
our costs put severe pressures on our finan-
cial performance. Even our extraordinary
productivity performance, which limited
cost growth, was insufficient to offser these
negative forces. We expect 2002 to be even
more challenging. There is greater economic
uncertainty today, and we face the challenges
of maintaining service and improving pro-
ducrivity in the wake of terrorist attacks that
use the mail as a delivery mechanism.

The U.S. economy had entered a reces-
sion even before the terrorist attacks of
September. Over and above their human
cast, these atrocities are causing a significant
short-term dislocation to the economy,
adding still more uncerainty to our view of
the furure. Layoffs and unemployment are
rising, and much of the wealth generated by
the long bull market has disappeared. In
2002, we are concerned that even if the reces-
sion is short, stagnation or slow economic
growth will follow.

An additional hazard that primarily
affects the Postal Service is the continued
threat from attacks such as those that spread
anthrax bacteria late in 2001, In response w
these threats, we are working to ensure the
safety and secutity of the mail.

Although inflation is moderating as a
result of a weakening economy, it is uncer-
tain whether the Postal Service will experi-
ence any substantial benefit. Our labor costs
have grown very rapidly in recent years, with
increases in salaries and health benefits out-
pacing the Employment Cost Index (ECI),
partly as a result of arbitration decisions that
awarded substantial wage increases to some
craft employees. This growth has occurred
despite the reductions in toral work years we
achieved in each of the past two years. Health
benefits expenses have grown at double-digit
rates. With three more arbitration decisions
due in the coming year, there is significant
uncertainry about labor costs. Also a growing
share of Postal Service expense relates to
retirement benefits that increase with the
passage of time,

Because our price for labor is increasing
faster than inflation, we will not be able to
meet our goal of keeping rate increases less
than inflation in the near term. In each of the

last three rate cases (R94-1, R97-1, and
R2000-1), the average price increase was less
than inflation, with a cumulative price
increase of about 21%, compared to inflation
of ncarly 32%. The proposed rates for the
R2001-1 filing, however, represent an aver-
age increase of 8.7%, against an expected
inflation of less than 4%.

As volume growth slows, it is difficult to
keep rate increases below the rate of inflation
because the revenue earned from thar volume
must not only cover the cost of those vol-
umes buc must also cover the costs of a grow-
ing delivery system. Furthermore, in recent
years, mail volume growth has not kept pace
with the economy.

Every year we deliver to about 1.7 million
new addresses, as the number of addresses we
are obligated to serve continues o grow.
Neither population growth nor the rate of
household formation has slowed. New hous-
ing continues t be built, with new addresses
that need mail delivery service. As we try o
cut costs, annual address growth requires the
equivalent of us adding over 3,000 new car-
rier routes. Operating these routes requires
hiring more carriers, purchasing new vehicles
and equipment and building new facilities to
serve the growing delivery nerwork.

At the same time that labor costs are ris-
ing, we face the prospect of slow mail volume
growth. The diversion of First-Class Mail
and Standard Mail to electronic alternatives
is gradually diverting volume from the mail
stream, and we expect this to continue.
Internet-based bill payment systems are well
established, and we expect more consumers
to opt for elecrronic bill payment for at least
some of their bills. As electronic bill payment
becomes more popular, it seems likely that
the number of bills presented to consumers
electronically will also grow. We expect First-
Class Mail volume growth to remain slug-
gish, 2 result of economic conditions and the
increasing market share of alternative bill
presentment and payment technologies.

The economic slowdown will affect
Seandard Mail. Most observers see declining
growth in the ad marker in the near fucure,
an effect of generally poor economic condi-
tions. Since Standard Mail is frequently part
of a_ multifaceted advertising campaign,
shrinking advertising budgers will impact
volume and revenue. In the long term,



the prospects for Standard Mail velume
growth are favorable. The fact that Standard
Mail is a highly rargetable medium wotks in
its favor, because resources can be used to
reach a very specific audience, rather than
having 2 message broadcast to many unin-
terested parties.

The end result of slowing volume growth
and continuing nerwork expansion is a
declining number of pieces per delivery and
a cost per delivery thar rises. To combart this
growing inequaliry, we must continue (o
manage our costs and use less resources o
increase productivity. Over the last two years,
we have increased our productivity by
streamlining our processes and weeding out
costs. Even so, our accumulated losses are
growing, and our debt is increasing. In the
wake of the anthrax attacks, we are assessing
the need to invest in new equipment
ensure the security of the mail. The ultimate
cost of this investment remains unclear, but
it could be significant, and unless funded by
appropriations from Congress, it compounds
our problems.

In the face of these trends, we have frozen
capital spending on facilities and other infra-
structure projects not telated to safery and
security. This freeze will have negative
impacts. We need investments in facilities
and infrastructure to maintain our network
and fulfill our obligations o our customers.
We need to purchase new equipment and
buildings to scrvice new addresses, and we
need to be able to maintain, repair and
replace existing infrastructure to continue
serving our customers.

QOwr challenge is to build our business
and keep improving productivity through
control of our costs, while ensuring our
long-term abiliry to continue providing
high-quality service. This may include not
only filing rate cases but also seeking
a broader reform of the legislation that
guides the Postal Service to give it more
flexibility in the marketplace and more con-
trol over costs.

Our discussion in the MDA represents
our best estimate of the trends we know
about, the trends we anticipate and the
trends that we think are relevant to our
Sfuture operations. However, actual results
may be different from our estimates.

Yolume Growth per Delivery
Declines. ..

a%

% GROWTH

weesenss = Average pieces per delivery per day

...While Resource Gosts Keep
Rising Despite Controlling Resource
Usage

% GROWTH
2

anmm = Reseurce usage
astae = Resource cosis

Source: Christensen Assaciates, Inc. Productivity Data
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Net (Loss) Income

$ millions
2001 2000

1999

{$1,680) ($199)

In the Last Two Years, We
Reduced Our Cumulative
Work Years. ..
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...Even As We Delivered
6 Billion More Mail
Pieces and Added

3.6 Million Detivery Points
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Financial Review

The financial bottom line for 2001 is a net
loss of $1.7 billion. This follows the loss of
$199 million in 2000. The trend and its
implication, though, is clear: our cash flow
from operations is declining.

This trend has two component parts: first,
a declining growth rate for revenue and vol-
ume, and second, a trend of increasing labor
cost per hour. Each of these components is

Net Cash Provided By Operations

$4,000
w3000
=
S 2000 |
=
= 1 [ ;
! i
0 | |
Cash flaws from operations  $3,397 $2,539

discussed in che following sections. The graph
above shows the result of this trend: a decline
in the net cash provided by operations. This
cash is critical to financing our capital expen-
ditures, those pecessary to substitute capital
for labor as well as those expendirures we
need to make to maintain universal delivery
service. Declining cash flow makes it harder
for us to provide the infrastructure char sup-
ports our universal service mandate, as well as
to increase productivity. Our financing of
those investments is discussed later in our
Capital Investment and Financing section.
When we prepared our 2001 financial
plan in the summer of 2000, we projected
revenue would increase in 2001 by $4.0 bil-
lion. We later reduced it by $630 million,
recognizing the trends that emerged at the
end of 2000. Our forecast expense then
exceeded our revenue, and a net loss of $480
million was projected. The growth in expens-
es was fueled by an increase in cost per labor
hour of almost 6%. It was driven by rising
Cost of Living Adjustments (COLA) tied to
the Consumer Price Index (CPI), higher level
pay for letrer carriers, and inflation of 11%
in health benefits. Several other factors
occurred after this plan was set that changed

the actual ourcome even more dramarically.
The first was the Postal Rarte

Commission’s (PRC) recommended decision
to reduce the contingency amount in our

rate request. This contingency is to cover
unforescen events. The total effect of the
PRC decision was to reduce revenue generat-
ed by recommended rates and fees by
approximately $1 billion. Effective July 1,
the Governors modified the rates recom-
mended by the Postal Rate Commission, but
the delay in implementing rates reduced rev-
enue by $400 million.

The second factor was rthe economic
slowdown and  competition, which

gy

52,863 $1207 $1,255

restrained volume late in 2000. In early
2001, based on new forecasts and projected
costs, we were facing a loss of between $2
and 3 billion. We immediately acted ro
teduce expenses and accelerated the work
year reduction begun in 2000. In addirion,
we established a headquarters-hiring freeze,
removed an additional $308 million from
program budgets and implemented a capital
spending freeze due to cash flow concerns.
The third factor was the terrorist attacks
of September 11, which dramarically
reduced mail volume in the last days of the
fiscal year and cut revenue by approximately
$200 million. We did accomplish our objec-
tive of work hour reductions, a record-setting
23 million hours below 2000. We controlled
expense growth in spite of higher labor costs,
higher fuel and utilicy prices and rising
health benefits costs. Without these actions,
our loss for the year would have been greater.

Operating Revenue

In last year's report we projected a 5% growth
in revenue for 2001, anticipating the request-
ed rate increase and a forecast of modest vol-
ume prowth. However, the entire process for
this rate request — starting with preparing
the necessary documentation to support the
rate proposals and ending wich implementing
the new rates — took two years. During that
time, economic conditions began to change



for the worse. Revenue grew by only $1.3 bil-
lion from 2000 1o 2001. This was $2.1 billion
less than we planned. The slowdown in the
economy and the September 11 attacks
accounted for $1.5 billion of this difference,
while $400 million was a result of the Postal
Rate Commission’s recommended decision,
and $200 million resulted from shortfalls in
our revenue initiarives.

The changing characteristics of the mail
also affects our revenue. Across almost all

Operating Revenue

however, the decline is likely due to rare
inceases that hic the higher weight steps
especially hard, as well as acdons by our
competitors to secure some of the volume
in the wake of the rate increases. At the
same time, differences in growth rates
between classes of mail are changing the
mail mix. More and more mailets are tak-
ing advantage of presort and drop-shipping
discounts, which affect our revenue and
workload.

Operating Increase Over Increase Over

Year _ Revenue Previgus Year Previaus Year
2001 $65.8 billion $1.3 billion 20%
2000 $64.5 billion $1.8 hillion 28%
1999 $62.7 hillion $2.6 billion 4.4%

classes of mail, average weight per piece was
down in 2001. This tend is most pro-
nounced in Periodicals, Express Mail® and
Parcel Post®. All of these classes declined
well over 5% in weight per piece since the
rate change in January 2001. In the case of
Periodicals Mail, the weight decline is
largely due 1o the economic slowdown and
consequent weakness in the advertising
market. For Express Mail and Parcel Post,

Overall, total mail volume declined by
420 million pieces, or 0.2% from last year.
First-Class Mail grew only 0.1% in 2001, the
lowest growth since the recession of 1991,
Growth in the presorr categories did not off-
set a 2.7% decline in single piece First-Class
volume. Standard Mail lost 0.1% or 119 mil-
lion pieces this year. Mail continues to move
into the automation presort from the nonau-
tOMATion categories.

FORTUNES00 RANK ~ Company 2000 Revenue ($ millions)
1 Exxon Mobil 210,392
i Wal-Mart Stores 193,285
i General Motors 184,632
4 Ford Motor 180,598
b General Electric 129,853
] Citigroup 111,826
7 Enron 100,783
8 International Business Machines 8,336
g AT&T 65,981

10 Verizon Communications 64,707
n United States Postal Service 54,540
12 Phifip Morris 63,276
13 J.P. Morgan Chase 60,065
14 Bank of America Corporation 84,17
15 S$BC Communications 51476

Fortune Magazine's
Global 500 Would Rank
the Postal Service the

Eleventh Largest Company
in the Country
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The Rate of
Growth of Qur
Revenue Continues
to Decline.

For the first time since
1991, our mail volume
declined, jenpardizing our
ability to fund our universal
service mandate.
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Growth in Revenue and Volume

REVEKUE VOLUME
) B 2001 2000 1999 2001 000 1999
First-Class Mail 1.0% 1% 1% % 16% 15%
Standard Mail 34% 5.2% 54% -0.1% 51% 38%
Prigrity Mail 1.6% 6.1% 8.3% -8.6% 2.8% 1.3%
Package Services 4.3% 45% 4.2% -3.1% 8.2% 1.9%
Periodical Mail 1.6% 26% 21% -2.8% 0.5% -0.4%
International Mail 4.5% 1.8% 18% -1.500 6.7% 9.2
TOTALMAIL 1™ 1%

Prioricy Mail volume fell 8.6% this year,
driven primarily by a 15% average price
increase beginning in January. Prioricy Mail
is part of the extremely competitive expedic-
ed package market and is also affected by
economic conditons. Total Package Services
declined by 3.1%, although the Parcel Post
component grew strongly, at 9.4%. Most of
this growth came from bulk-entry products,
with some retail Priority Mail moving down
to Parcel Post. Also declining this year were
Periodicals, down by 2.8% and International
Mail by 1.5%.

in past years, we have presented forecasts
for the various classes of mail in this section.
However, economic and operational uncer-
tainties as to the full effect of the rerrorist
attacks precludes tha this year.

Rate-Making Activity

Unil 1971, Congress set postage rates
through legislation, and the relationship
between the revenue from chose rates and the
actual cost of operating the postal system var-
ied greatly. Since 1971, however, the Postal
Reorganizadon Act has required the Postal
Service to establish postal rates that cover the
costs of operating the postal system.

The rate-making process is lengthy and
complicated and begins when management
determines that current rates will not be ade-
quate to meet our mandate of “covering
costs” in the future. The Postal Service, with
approval of the Board of Governors, submits
a request for a recommended decision on rare
and fee changes to the Postal Rate
Commission {PRC), an independent estab-
lishment of the executive branch of the gov-

1% 02%  16%  15%

ernment. The submission is accompanied by
detailed rate proposals supported by exten-
stve testimony and lengthy documentation.
The Commission’s proceedings take up to
10 months. It holds public hearings, during
which interested parties such as mailers,
competitors and consumer representatives
are authorized to challenge the Postal
Service’s proposals and submit their own tes-
timony and proposals, At the conclusion of
the hearings, the Commission sends its rec-
ommended decision to the Governors. The
Governots may approve, reject, allow under
protest, or, under cerrain limited circum-
stances after more proceedings, modify the
Commission’s recommendations.

Classification and Rate Ghanges

in November 2000, the Postal Rate
Commission (PRC) issued its first
Recommended Decision for R2000-1,
reducing many of the rates requested. In the
opinion of our Governors, the rates and fees
that the PRC recommended would have
resulted in a revenue shortfall of approxi-
mately $1 billion. After considering their
statutory options, the Governors decided to
allow the PRC recommendations to take
effect “under protest” and to return the case
to the PRC for reconsideration. As a result,
we implemented the PRC’s recommended
average increase of 4.6% on January 7,
2001. In its second Recommended
Decision, the PRC recommended limited
changes that did not correct the projected
revenue shortfall. Therefore, the Governors
rejected this Decision and returned the case
to the PRC for reconsideration once again.



When the PRCs third Recommended
Deecision did not correct the projected revenue
shortfall, the Governors chose to “modify” the
decision. Under the Postal Reorganization
Act, the Governors must ensure that postal
revenue is sufficient to cover total estimated
costs. [f the PRC recommends rates that are
insufficient, the Governors may change or
“modify” those rates to correct the revenue
imbalance. Any decision by the Governors to
modify a PRC decision must be unanimous.
This is an unusual siep, and for only the sec-
ond time in 30 years the Governors found it
necessary o modify 2 PRC recommended
decision in an omnibus rate case. We imple-
mented the modified rate increase of 1.6% on
July 1, 2001.

Following an evaluation of the Postal
Service’s financial position, the Governors
decided to file a new rate request with the
PRC in September 2001. The proposed rate
increase averages 8.7%. In light of the Postal
Service’s current financial requirements, the
Governors requested that the PRC expedi-
tiously act on the rare request and return a
Recommended Decision in less than the 10
month maximum set by law.

Expenses
Gompensation and Benefits

Our personnel compensation and benefics
costs, including interest on deferred retire-
ment, grew over $1.8 billion or 3.6% over
2000. This year’s growth was due 1o contrac-
twal payments and health benefits, even

though labor use was reduced by over 11,500
work years. This compares to growth of
4.4% in 2000 and 3.7% in 1999.

However, labor rates increased by 5.8%
on a cost per hour basis. Base salaries alone
increased more than $713 million in 2001.
Contractual lump-sum payments increased
by $495 million. Qur health benefits

expenses were $244 million greater than last

Growth in Compensation and
Benefits

2001 2000 1999

36% 14% 37%

year, driven mainly by premium increases
per participant in January 2001 of 11% for
active employees and 9% for annuitants and
our increasing number of retirees. Due to
the high cost of prescription drugs, advances
in medical procedures and the aging of the
American population, we expect our health
benefits expense to conrinue to grow.

The September 1999  Narional
Association of Letter Carriers (NALC) arbi-
tration award provided for the upgrade of all
letter catrier craft employees from their cur-
rent Grade 5 dassification to Grade 6 while
maintaining the salary differential berween
Grade 5 and 6. The effective date of the
upgrade was November 18, 2000, resulting
in a cost of $267 million.

Compensation and Benefits Details ($ millions)

el ) ___eoot
Gempensation $37924
Retirement 8385
Health Benefits 2,365
Retirement Health Benefits 858
Workers Compensation 870
Gther 1,952

TOTAL COMPENSATION AND BENEFITS*  $52.954

_ 2000  Change Percent Change

$36,981 $943 2.6%
8,529 356 1.
2235 : 130 5.8%

™ 14 15.3%

m 58 6.5%
1,700 252 14.8%
$51100  $184 36%

*Equals compensation and benefits plus interest on deferred retirement on the Financia Statements.
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The Workforce Is Decreasing. ..
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Collective bargaining agreements with
three of the four major postal unions expired
in November 2000. Negotiations for new
agreements were unsuccessful. The Postal
Service and the American Postal Workers
Union bypassed the fact finding and media-
tion phases of the dispure resolution process
and began arbitration on August 27, 2001,
The Postal Service and the National Rural
Letter Carriers Association went through all
three phases of the dispute resolution process,
beginning with the fact finding on April 30,
moving to mediation in June and, finally, arbi-
tration on July 16, 2001. Negotiations contin-
ue with the National Postal Mailhandlers
Union. And, for the Nadonal Association of
Letter Carriers, whose contract expires in
November 2001, negotations are under way.

Non-bargaining Postal Service employees
only receive increases in compensation
through annual merit reviews. Unlike the rest
of the federal government, these employees
do not receive automatic salary increases, nor

a=men = Growth of work years

do they receive COLAs or locality pay.
Additionally;, lump-sum payments are made
from the Pay for Performance program, a
group incentive program covering over
84,000 SUpEIVISOrs, managers, postmasters,
executives and staff throughout the Postal
Service. To spur greater levels of performance
in core areas, this incentive program sets
measurable performance goals for the organ-
ization and for each organizational unit with-
in the Postal Service at the beginning of each
year. Participants in the program earn incen-
tive credits through performance to these
goals and as financial performance measures
indicate thar economic value has been added
to the otganization. Each year, employees
earn incendve credits that are placed in a
reserve account. One third of the total
amount is paid, and the remainder is held in
reserve  and is placed “ar risk,” pending
future performance. The objective of chis
approach is to promote continuous improve-
ment and long-term value crearion.

50
%
%

asipeen — Consumer Price Index {CP)
= Employment Cost Index {ECI)

. = Cost per wark year

...But Labor Gost Per Work Year
Accelerates Faster Than Inflation



Haalth Benefits

Our health benefits expenses were $244 mil-
lion greater than last year, The cost of retiree
health benefits now represents 27% of our
total health benefits costs,

Retirement Expanses

Virtually all of our employees participase in
one of three retitement programs, under the
auspices of the federal government’s Qffice of
Personnel Management (OPM). (Please see
Note 6 of the Notes to Financial Statements
for details.) These three programs are the
Civil Service Retirement System (CSRS}, the
Dyal CSRS/Social Securicy System (Dual)
and the Federal Employees Retirement
System (FERS). Both the CSRS and the
Dual systems are now closed to new partici-
pants, and all employees hired since 1983
participate in FERS.

Total retirement expense this year was
$8.9 billion, an increase of $356 million or
42% compared to 2000. This follows
increases of $428 million in 2000 and $403
million in 1999, Over $141 million of this
year’s increase is related to the FERS.
Approximately $131 million of this year’s
increase was due to the Cost of Living
Adjustments (COLA) for annuitants,
increasing their benefirs based on the
Consumer Price Index (CPI) increases.

Workers' Compensation

Our employees are covered by the Federal
Employees’ Compensation Act (FECA),
which is administered by the Department of
Labor’s Office of Wortkers Compensation
Programs. This office makes all decisions

regarding eligibility for benefizs for injured
wotkers. Our botrom line is directly affected
every time an employee is injured.

We record as a liability the present value
of all the future payments we expect to make
to those employees receiving workers” com-
pensation. At the end of 2001, we estimate
our total liability for furure workers' com-
pensation costs at $5,804 million, an
increase of $244 millien or 4.4% over 2000,
For this year we had planned on workers’
compensation costs of $998 million, basing
our budger on trends that we expected to
continue. In 2001, we recorded £970 million
in workers’ compensation expense, compared
to the $911 million we recorded in 2000,
{See Note 3 of the Notes 1o Financial
Statements for details.)

Pioductivity

Productivity is a measure of our efficiency.
While Total Factor Productivity (TFP) growth
may fluctuate from year to year, over the long
run, our goal is 1o have positive growth in pro-
ductivity. Daring 2001, our TFP improved by
1.3%, which is equivalent to reducing expens-
es by nearly $900 million. OQur two-yeas
cumulative TFP growth of 3.7% is compara-
ble w0 an expense reduction of more than
$2.5 billion. Not since 1978 have we achieved
TEP growth of this magnictude.

Giobal Bargain

Australia
Mexico

United States
Canada

Great Britain
France
Germany
Switzeriand
Italy

Japan

Price of

 First-Class Stamp_

$0.24
0.33
034
0.36
0.38
041
050
0.54
055
0,68
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Cumulative Grewth in Volume and
Infiation-Adjusted Cost
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Transportation

Transportation expenses increased by $347
million in 2001, driven by increased fuel
prices and a change in how we report pro-
cessing and transporration expenses associat-

Growth in Transportation Expenses

2000
10.4%

2001
74%

1999
14%

ed with the Priority Mail Processing Centers
(PMPC). In previous years this cxpense was
included in the Other category. During the
year, we terminated our contract with Emery
Worldwide Airlines for the transportation of
mail within the PMPC network and the
operation of the PMPCs. The operations
were brought in-house, and new transporta-
tion contracts were initiated.

We made a number of changes that have
saved money while improving our efficiency.
Our Highway Contract Route reviews,
which made our truck routes more efficient,
and other efforts lowered our transportation
costs by approximately $135 million.

We think that transportation costs for
2002 will remain in line with our costs for
2001, subject to adjustments required fol-
lowing the September 11 terrorist attacks.

15.0%
14.0%
12.0%

10.0%

6.0%

4.0%

CUMULATIVE GROWTH COMPARED WITH 1996

10%

enrey = Yolume

Expense Growth in 2002

We expect the cost pressures that made a
major impact on our 2001 botom line to
continue. In 2001, we estimated that our
total expenses would increase $3.1 billion in
2002. However, we intend to improve pro-
ductivity by $900 million, reducing our esti-
mated expense increase to $2.2 billion. Of
this amount, $1.8 billion is for growth in
petsonnel expenses, and $400 million is for
non-personnel expenses.

Aside from pay increases, personnel costs
will increase due to health benefits and retire-
ment funding. Our planned reduction of 26
million work hours in 2002 will mark the
third year in a row we will have reduced work
hours compared to the prior year. In the non-
personnel category, expense growth will be
due mainly to increasing depreciation and
interest expense.

The trends driving expense growth will
continue. Therefore, our focus in 2002 will
be on continuing to manage costs. As the
chart below shows, our costs, adjusted for
inflation, have risen more slowly than vol-
ume over the last five years because of our
cost control measures. Not only has volume
grown 13% cumulacively since 1996, but
delivery points have increased by 5% as well,
adding to the workload and cost of delivering
the increased volume.

ammee = After inflation cost
200 estimated



mosa: GAPITAL INVESTMENT and FINANGING

ur capital investment and financ-
ing plans are interactive. There are
four interlocking components:

cash, cash flow from operations, capital cash
outlays, and borrowing. A change in any one
of the components causes a change in one or
more of the others. For example, the amount
we borrow over time is largely determined
by the difference between our cash flow
from operations and our capital cash our-
lays: Qur capital cash outlays are cthe funds
we invest in the business for such capital
improvements as facilites, automarion
equipment and information technology.
During the year, when it became apparent
that our cash flow from operations was
going to be significantly less than expected,
we would have had to significantly increase
our borrowing to make the capital invest-
ments we had planned. Instead, we took
action 1o reduce our capital plan and cash
outlays and stay within our barrowing plan.
This is whar led to the freeze on new facili-
ties commitments.

The Cash Flow/Capital Expenditure
{CAPEX) ratioc shows the relationship
between these main drivers of our debt bal-
ance, It is computed by dividing cash flow
from operations by capital cash outlays.

The graphs to the right illustrate the
direct relationship between the CAPEX ratio
and borrowing. Whenever capital spending
exceeds cash flow, the difference must be
paid for either by reducing cash on hand,
borrowing or by some combination of the
two. For example, in 2001, purchases of
property and equipment of $2.9 billion
exceeded our cash flow from operations of
$1.3 billion, so we borrowed the difference
while increasing our cash on hand at the end

of the year by $322 million.

When the Cash Flow/Capital
Expenditure Ratio Falls Below 100
Percent, We Cannot Pay For Capital
With Internally Generated Funds. ..

100%
80%
60%

10%

2%

¥

anmawaaropee = Cash flow divided by Capital Gash Quttays

...and Debt Increases
Proportionally

$2,450 million
$1.950 millfon
$1,450 million
$850 million
$450 mition

$-50 miltion

e = Change in debt {+/-)

United States Postal Service 2001 Annual Report 27



Management Aggressively
Cut the Capital Plan By
$2 Billion to Conserve
Cash.

28 linited States Postal Service 200% Annual Report

Capital Freeze

Recognizing a slowdown in our cash flow
from operations, we significantly reduced the
capital commitments we had planned for
2001 in order to conserve cash and remain
within our borrowing authority. Initially, we
reduced our capital commitment budget
from $3.6 billion te $1.6 billion, a toral of
$2 billion, as detailed in the table below.
However, we ended the year with actual cap-
ital commitments of $1.2 billion as manage-

freeze on all other facilities. We are monitoz-
ing the effects of this freeze, and we will
make the necessary adjustments to ensure we
meet our priorities.

Capital Investments
All major capital projects, generally defined

as projects greater than $10 million, require
authorization by the Board of Governors. At
the beginning of the year there were 56
Board-approved projects in progress. During

2001 Gapital Investment Plan ($ millions)

Investment Category
Facilities

Mail Processing Equipment
Vehicles

Customer Service Equipment
Postal Support Equipment
Total Commitments

ment furcther tightened the capital invest-
ment process. The actual commitments were
spread across the following categories:
approximately $450 million for mail process-
ing equipment, $370 million for facility con-
struction and building purchases and
improvements, $220 million for postal sup-
port equipment and $110 million for recail
equipment and vehicles.

We placed a temporary hold on capiral
contract awards, including over 800 facility
projects nationwide. In addition, we reprior-
itized all capital projects and issued revised
2001 capital budgets. We assigned the high-
est priority to investments related to the safe-
ty of our employees and customers, legal
requirements, emergencies and investments
that produce labor efficiencies. We placed a

_Original Revised Difference
$1,074 $569 $(505)
1497 507 (990)
256 49 o
246 76 {170)
559 400 (159)
$3,642 $1,501 $(2,041)

the year, 13 of these projects were completed
and 11 new projects, totaling slightly over
$500 million, were authorized. The table on
page 29 shows the project authorization his-
tory and the commitment and capiral cash
outlays for the 54 Board-authorized projects
active at the end of the year. While the fund-
ing for a project may be authorized in one
year, the commitment, or contract to pur-
chase or build the project, may oceur over
several years. In addition, the actual pay-
ment, or capital cash outlays, for the project
may occur over several years. Thus, in the
table on page 29, the $1.379 billion in capi-
tal outlays for 2001 represents outlays for
commitments made in previous years as well
as commitments made in 2001 for all 54
projects.



Status of 54 Active Board-Approved
Capital Projects
at end of 2001 ($ millions)

__ Authorizations  Cormvmitments™  Qutlays*
2001 $ 506 $ 593 $1,379

2000 1560 1509 02
199 % 14 9
1938 104 564 31g
1997
and earler 2435 88 73

Total  $6495  S4843  $3410

*This table summarizes the Cash Outlays and
Commitments made that year for each of the 54
active, Board-approved projects, regardless of the
yaar in which the Beard authorized the project.

Future

Our capital plan for the future calls for
aggressive cost management by developing
and deploying new auromarion and mecha-
nization equipment that will increase our
operating efficiency. Under this plan, we
will make significant investments in pro-
grams that reduce work hours in our distri-
burtion, processing and delivery operarions.
Additionally, there is uncertainty as ro the
cost of the equipment necessary to protect
the mail and adjust delivery operations in
response to terrorist awacks.

However, the capital plan is at extreme
risk due to the 2002 financial condition of
the Postal Service. Furthermore, we need 1o
invest approximately $600 million in new
facilities each year just to keep up with the
growth in the universal delivery system. Each
year we add about 1.7 million new delivery
poinis, the equivalent of over 3,000 new car-
rier routes, requiring the space equivalent ro
approximately 100 new delivery facilities.
Moreover, this growth is not spread evenly
throughout the system bur is concentrated in
specific high-growth areas. While we will
continue to plan for projects that will gener-
ate productivity improvements and increase
revenue, for the second year in a row we will
not be able to make the necessary capital
investments to meet the growth demands of
universal delivery.
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Debt is Increasing at
Year-end, and So Is
Average Debt During the
Year.
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Debt

From 1997 through 2001, our capiral cash
outlays exceeded cash flow from operations
by $5.2 billion, so the difference was covered
with borrowed funds. QOur debt outstanding
with the Department of the Treasury’s
Federal Financing Bank increased by $5.4
billion. Debt outstanding at the end of 2001
was $11.3 billion, an increase of $2 billion
compatred to 2000.

Normally, our debt balance at the end of
out fiscal year represents our highest level of
debr for the year because, while expenses for
workers' compensation and retirement are
accrued throughout the year, the actual pay-
ments are not made until late September of
each year. The amount that we paid this year
was $4.5 billien, including $694 million for
workers’ compensation and $3.8 billion for
the Civil Service Retirement System (CSRS)
and Cost of Living Adjustments (COLAs)
for retirees. Our cash flow during the fiscal
year was sufficiently strong to reduce debt
from the prior year-end level. Debrt outstand-
ing reached a low of $4.6 billion on July 5. In
other words, we had extinguished 50% of the
debt that we had entering the year. Since we
have debr financing flexibility, we can man-
age the fluctuations in our debt during the
year by actively managing our credit lines.
However, just as our debt balance at year-end
has increased in recent years, so did our aver-

Debt Increase During the Year*

age debt balance. The graph of our debt bal-
ance during the year illustrates this point
well, showing that the peaks are getting high-
er each year and so are the valleys.

For 2001, our average ouistanding debt
during the year was far less than the year-end
balance, but increased 36%, or $1.7 billion,
to $6.4 billion. The interest we paid on our

Debt/Average Debt/Interest Expense

Year-End Average Interest
Debt Debt Expense
. Sbilions  $tillons  Smillons

2001 13 6.4 306
2000 93 LX) 20
1999 539 39 158
1998 64 32 167
1997 59 44 307

debt rotaled $306 million in 2001, compared
to $220 million in 2000. Minimizing cash
and debt on a daily basis produces good
effects because average debt is one driver of
annual interest expense, as is evident in a
compatison of 1997 with 2001. In 2001,
while we continued to minimize cash, our
average debt outstanding was $2 billion
higher than 1997, a 45% increase. Yet our
interest expense was below our 1997 expense,
as we took advantage of lower interest rates
on our debt.

_$10 billion

'8 ot 0

* Ploitgd by accounting period



Managing Net Interest
Expense and Risk

Our interest expense is determined by the
interaction of a number of variables includ-
ing day-to-day cash flows, the behavior of
interest rates, and our debr management
acrivities. It was a challenge to manage inter-
est expense during a year of increasing aver-
age debt outstanding. We cannot claim any
credit for lower interest rates, but we did
position out debt portfolio in such a manner
that we benefited from declining rates while
at the same time raking some steps to stabi-
lize future interest expense voladility.

We prefer to maintain a mix of fixed- and
floating-rate debt because we believe that,
over the long-term, variable or floating rare
debt may provide more cost-effective financ-
ing than 100% fixed-rate debt. However, we
strive for a favorable balance, and we will bor-
row fixed-rate debt when market opporiuni-
ties arise, or when we believe doing so reduces
risk. In contrast to the end of the prior fiscal
year, where 76% of our debt portfolio had a
rate above 6%, we now have only one loan
outstanding with a rate above 6%, represent-
ing just 2% of our debt portfolio.

At year-end, our long-term debt was
$5.75 billion, with a weighted average inter-
est rate of 5.17%, in comparison with $2.55
billion and a weighted average rate of 5.65%
at the end of 2000. Our 2001 borrowing
transactions with a five-year maturity ranged
from a high of 5.42% w a low of 4.44%. The
weighted average interest rate on our total
debt portfolio at year-end is now 3.86% com-
pared to 6.13% last year. As we enter the new
fiscal year, our debt portfolio puts us in a
good position to manage interest expense and
risk for next year and beyond.

For 2002, we anticipated a financing plan
with a $1.6 billion net increase in our debr.
However, we made that estimace before the
attacks of September 11 and following.
Because of present and future uncertainty, we
cannot predict the net increase in our debe
with any degree of certainty.

At the End of 2001,

Only $250 Million or 2%
of Our Debt Had a Rate
Above 6%.

1y

56% or $6.3 billion had a INTEREST
rate belfaw 4% 20 m

RATE

- 2%

None of our debt had a
ot el 4% At Year-End 2000,
$7 Billion or 76% of Qur
Debt Had an Interest Rate

Above 6%.
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Board of Governors
United States Postal Service

e have audited the accompanying

bailance sheets of the United

States Postal Service as of
September 30, 2001 and 2000, and the relat-
ed statements of operations, changes in net
capital deficiency and cash flows for each of
the three years in the period ended
September 30, 2001. These financial state-
ments are the responsibility of the United
States Postal Service’s management. Our
responsibility is to express an opinion on
these financial statements based on our
audits.

We conducted our audits in accordance
with auditing standards generally accepted in
the United States and the standards for
financial audits contained in Government
Auditing  Standards, issued by the
Comptroller General of the United States.
Those standards require that we plan and
perform the audit to obtain reasonable assur-
ance about whether the financial statements
are free of material misstatement. An audic
includes examining, on a test basis, evidence
supporting the amounts and disclosures in
the financial statements. An audit also
includes assessing the accounting principles

used and significant estimates made by man-
agement, as well as evaluating the overall
financial statement presentation. We believe
thar our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements
referred to above present fairly, in all materi-
al respects, the financial position of the
United States Postal Service at September
30, 2001 and 2000, and the results of its
operations and its cash flows for each of the
three years in the period ended Seprember
30, 2001, in conformity with accounting
principles generally accepted in the United
States.

In accordance with Gowvernment Auditing
Standards, we have issued our report dated
November 9, 2001, on our consideration of
the United States Postal Service’s internal
control over financial reporting and on our
tests of its compliance with certain provi-
sions of laws, regulations, contracts and
grants. That report is an integral part of
an audit performed in accordance with
Governmens Auditing Standards and should
be read in conjunction with this report when
considering the results of our audit.

Ganet -fMLLP
Washington, D.

November 9, 2001



statements of JPERATI U NS

Year ended September 30,

(doltars in mitfions)

Operating revenug — Note 7

Operating expenses:
Compensation and benefits — Notes 2, 3, 4 and B
Transportation
Other

Total operating expenses
Income from operations
interest and investment income

Interest expense on deferred retirement liabilities — Note &
Interest expense on borrowings

Net (Loss) Income

See accompanying notes to financial statements.

2000

$65,834
51,351

9,056
9,233

65,640
194
35

(1,603)
~ (308)

$(15680)

L

$64,540

49,532
419
8,751

62,992
1,548
4

{1,568)
om

3 (199)

1389
$62,726

47,333
4,267
8,042

60,642
2,084
29

(1592
058)

$ 363
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BALANCE sheets

September 30,
(dollrs in milions) 2001 2000
ASSETS
CURRENT ASSETS:
Cash and cash equivalents—Note 2 $ 1,005 $ 683
Receivatles:
Foreign countries 378 349
.S, government 133 13
Consignment 55 55
Other 151 158
T8 696
Less allowances 7 110 B 107
Total receivables, net 608 589
Supplies, advances and prepayments 7329 383
TOTAL CURRENT ASSETS 1933 1,655
OTHER ASSETS, PRINCIPALLY REVENUE FORGONE APPROPRIATIONS RECEIVABLE-NOTE 7 2 375
PROPERTY AND EQUIPMENT, AT COST:
Buildings 18,808 17685
Equipment 15,456 13973
Lard 2684 2534
Leaseheld improvements 1163 1133
38111 35,325
Less allowances for depreciation and amortization 15317 13,644
22,794 21,681
Constructien in progress 1,364 2389
TOTAL PROPERTY AKD EQUIPMENT, NET 24,763 24070
DEFERRED RETIREMENT COSTS — Note 6 32,0237 32,18}7
TOTAL ASSETS $59,001 $58,283

See accompanying notes te financiaf statements.
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(dollars i milliens) .
LIABILITIES AND NET CAPITAL DEFICIENCY
CURRENT LIABILITIES:
Compensation and benefits
Estimated prepaid pastage
Payables and accrued expenses:
Foreign countries
U.S. govemnment
Other

Tatal payables and accrued expenses
Prepaid hox rentals, permit and metered mail
Outstanding postal money orders
Current portion of long-term debt

TOTAL CURRENT LIABILITIES
LONG-TERM DEBT, LESS CURRENT PORTION — NOTE 5

DTHER LIABILITIES:
Amaounts payable for deferred retirement benefits —~ Note §
Workers' compensation costs — Notes 2 and 3
Emplayees’ accumuiated leave
Other

TOTAL OTHER LIABILITIES

COMMITMENTS and CONTINGENCIES — Notes 8 and 9
TOTAL LIABILITIES
NET CAPITAL DEFICIENCY:

Capital contributions of the U.S. government

Deficit since reorganization

TOTAL NET CAPITAL DEFICIENCY

TOTAL LIABILITIES AND NET CAPITAL DEFICIENCY

See accompanying notes to financial statements.

o an

$5,810
1623

499
151
955
1,606
1,866
988
5564

17457

5,751

28,832
5,167
2124

986

38,209

61,417

3,034
(5,360)

(2:326)

$59,891

September 30,
2000

$5,295
1,584

430
150
1,300
1,889
1969
T
6814

18,217

2,502

30,212
5,028
2,090

818

38150

58,929

3034
(3.680)

(646)

$56,283

——
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statements of changes in NET CAPITAL DEFICIENCY

Year ended September 30, 2001, 2000, and 1999

36 United States Postal Service 2007 Annual Report

Capitai Deficit Total Net

Contributions of Since Capital
(dols i milions) US.Goverment  Reorganizaon  Deficiency
Balance, September 30, 1998 $ 3034 $ (3,844) $ (010)
Net Income - 363 _VSBE
Balance, September 30, 1989 3034 (3.481) n
Net Loss - {199) (139}
Balance, September 30, 2000 3034 {3,680) "(646)
Net Loss - (1,680) {1,680)
Balance, September 30, 2001 $3.034 $(5,360) $(2,326) J

See accompanying notes to financial statements.



statements of CASH FLUWS

{doftars in millions)}

CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) income
Adjustments to reconcile net {loss) income to net cash provided by operating activities:
Depreciation and amortization
Loss (gain) on disposals of property and equipment, net

Decrease in other assets, principally revenue forgone
appropriations receivable

Increase in USPS workers' compensation
Decrease in Post Office Department workers' compensation
Increase in employees’ accumulated leave '
Increase (decrease) in other kabilities
Changes in current assets and liabilities:
(Increase) decrease ir receivables, net
Decrease (increase) in supplies, advances and prepayments
Increase (decrease) in compensation and benefits
Increase {decrease} in estimated prepaid postage
(Decrease) increase in payables and accrued expenses
{Decrease) increase in prepaid box rentals, permit and meterad mail
Increase (decrease) in outstanding postal money orders

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment
Proceeds from sale of property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of debt
Payments on debt

Net cash provided by financing activities

Net increase {decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to financial statements,

Year ended September 30,
2001 2000 1999
$(1,680) $ (199 $ 363
2323 2029 1,795
16 (5) {95)
3 1 3
244 254 19
(21) (m (21
k| 18 82
167 {20) 207
(19) ) 207
63 4 (39)
310 (892) 503
29 (38 (45)
(283} 225 @m
(103) (80) 9%
72 @n 121
1255 1200 2,863
(2,961) {3330 (3910
_ 8 B
(2,932) {3.264) { 3,788)
5,651 5,550 4129
(3822) (3380 (3839
1999 2,399 435
322 352 {429)
883 | T80
$1,005 $ 683 331
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NOTES to the FINANCIAL STATEMENTS

In 1971
We Moved
87 Billion

Pieces of Mail.

In 2001
We Moved
207 Billion

Pieces of Mail.
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1 Description of Business

Nature of Operations

The United States Postal Service (Postal
Service) provides mail service to the public,
offering a variety of classes of mail services
without discriminacdion among its many cus-
tomers. This means that within each class of
mail our price does not vary by customer for
the levels of service we provide. This fulfills
our tegal mandate to offer universal services
at a fair price. Qur primary lines of business
are First-Class Mail, Standard Mail and
Priority Mail. The principal markets for these
services are the cormmunications, distribu-
tion and delivery, adverrising and retail mar-
kets. Qur products are distributed through
our more than 38,000 post offices and a large
nerwork of consignees. As in the past, we
continue to conduct our significant opera-
tions primarily in the domestic market, with
our international operations representing less
than 3% of our total revenue.

Our labor force is primarily represented
by the American Postal Wotkers Union,
Narional Association of Letrer Carriers,
Narional Postal Mail Handlers Union and
National Rural Letter Carriers Association.
Almost 90% of our career employees are cov-
ered by collecrive bargaining agreements.
Three of our largest contracts representing
61% of our career employees expired
November 20, 2000. Negotiations have
begun between management and the unions,
and agreements are expected during fiscal
year 2002, Additionally, negotiations have
begun berween management and another
major union that represents 29% of our
employees. The current contrace for this
union expires November 20, 2001.

Postal Reorganization

The Postal Service commenced operations
on July 1, 1971, in accordance with the pro-
visions of the Postal Reorganization Act (the
Act). The equiry that the U.S. government
held in the former Post Office Department
became the initial capital of the Postal
Service. The Postal Service valued the assets

of the former Post Office Department at
original cost less accumulated depreciation,
The initial transfer of assets totaled $1.7 bil-
lion, and subsequent cash contributions
totaled approximartely $1.3 billion, resulting
in total government contributions of approx-
imately $3 billion. The U.S. government
remained responsible for all the liabilities
attributable to operations of the former Post
Office Department. However, under the
Balanced Budget Act of 1997, the remaining
ltability for certain Post Office Department
costs was transferred to the Postal Service.
See Note 3 for addidonal information on
costs transferred to the Postal Service under
the Act.

Although the Postal Service is excluded
from the U.S. government budgetary
process, the Postal Service enters into signifi-
cant transactions with other government
agencies, as disclosed throughoutr these
financial statements.

Price Setting Process

Since 1971, the Act has required the Postal
Service to establish prices that cover the costs
of operating the postal system. The Act
established the independent Postal Rate
Commission with oversight responsibilicy for
mail prices, subject to approval by the
Governors of the Postal Service. The Act pro-
vides for the recovery of financial losses
through future rate increases.

2 Summary of Significant
Accounting Policies

Basis of Accounting and
Use of Estimates

We maintain our accounting records and
prepare our financial statements on the
accrual basis of accounting, This basis con-
forms to accounting principles generally
accepted in the United States. Following
these principles, we made estimates and
assumptions thar affect the amounts we
report in the financial statements and notes.
Actual results may differ from our estimates.



Cash Eguivalents

Cash equivalents are securities that marture
within 90 days or less from the date we buy
them.

Current Values of Financial Instruments

The current value of our debrt is what it would
cost us to pay off the debt if we used the cur-
rent yield on equivalent U.S. Treasury debr.

Supplies, Advances and Prepayments
Supplies, advances and prepayments are pri-
marily composed of our invenrtories of sup-
plies, motor vehicle parts, repairable ;::arts for
mail processing equipment, and advances to
employees for annual leave. We value our
inventories at the lower of average cost or
current market price. Total inventories
amounted to $152 million ar the end of
2001 and $173 million art the end of 2000.

Property and Equipment

We record property and equipment
at what it costs us to acquire the assets,
including the interest we pay on the money
we borrow to pay for the construction of
major capital additions. This interest
amounted to $50 million in 2001, $49 mil-
lion in 2000 and $59 million in 1999.

We depreciate buildings and equipment
over their estimated useful lives, which range
from 3 to 40 years, using the straight-line
method. We amortize leasehold improve-
ments over the period of the lease or the use-
ful life of the improvement, whichever time
is shorter.

Impaired Assats

We record losses on long-lived assets when
events and circumstances indicate that the
assets might be impaired. 1n accordance with
FASB Statement No. 121, “Accounting for
the Impairment of Long-lived Assets and for
Long-lived Asscts to be Disposed of,” we
have written down our impaired assets to the
lower of cost or fair value. No material
impairments were recorded in 2001, 2000

and 1999.

Estimated Prepaid Postage

This is the amount of cash we estimate that
we colflected by the end of the year for serv-
ices that we will perform in the following
yﬁa_r.

Compensation and Benefits Payabie

This is the salaries and benefits we owe to
current and resired employees, including the
amounts employees have earned but have not
yet been paid, current workers' compensa-
tion, unemployment costs, health bencfits
and the current portion of the amounts
payable for retirement benefits.

Deferred Retiremant Benefits and Costs

This is the present value of our estimated
legal obligation to the Civil Service
Retirement and Disability Fund for the
amount of retirement benefits payable in the
future for our current CSRS ernployees’
retirement and our present retirees and their
survivors. The present value of our benefis
payable for our current CSRS employees
increases when management increases basic
pay. The present value of our benefits payable
also increases when cost of living adjustments
(COLAs) are granted to our CSRS retirees or
their survivors, We capitalize as deferred
retirement costs the amounts due and
payable in future years. We expense and pay
these costs aver periods of 30 years for
amounts atcributable to current employees
and 15 years for amounts ateributable to
retirees, at 5% interest. We account for our
participation in the U.S. government spon-
sored retitement plans as participation in a
multi-employer plan arrangement.

We Are the Second
Largest Employer In the
Country.

Post-Retirement Health Benefits

Retiree health benefits costs are our obliga-
tion to pay a portion of the health insurance
premiums of those retirees and their sur-
vivors who participate in the Federal
Employees Health Benefits  Program
{FEHBP). We account for our participation
in FEHBP as participation in a mult-
employer plan arrangement, Therefore, we
cxpense the costs of our retiree health bene-
fits as we incur them.

Workers' Compensation Costs

We are self-insured for workers’ compensa-
tion costs under a program administered by
the Department of Labor (DOL). We record
these costs, which include the employees’
medical expenses and payment for continua-
tion of wages, as an operating expense. At the
end of the year, our liability represents the
estimated present value of the total amounts
we expect to pay in the future for postal
workers injured through the end of fiscal year
2001. We base our estimate of the total costs
of a claim upon the severity of the injury, the
age of the injured employee, the assumed life
expectancy of the employee, the trend of our
experience with such an injury, and other
factors. In our calcularion of present value,
we use a net discount rate of 1.4% for med-
ical expenses and 3.0% for compensation
claims.

Research ard Development Costs

We record research and development costs as
expenses when we incur them. These costs
were $29 million in 2001, $42 million in
2000 and 367 million in 1999.

{ur 776,000 career employass
include 270,000 clerks. 240,000 city
delivery carriers, 80,000 maif
handlers and 60,000 rural delivery
caniers.
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Advertising

We record advertising costs as expenses when
we incur them. These costs were $146 mil-
lion in 2001, $151 million in 2000 and $241
million in 1999,

Reclassification of Prior Years' Amounts

Certain prior years amounts have been
reclassified to conform to the 2001 presenta-
tion,

3 Workers’ Compensation

At the end of fiscal year 2001, we estimate
our total liability for future workers’ com-
pensation costs, excluding Post Office
Department (POD) liabilicy, ar $5,804 mil-
lion. Acr the end of 2000, this liability was
$5,560 million. In 2001, we recorded $970
million in workers’ compensation expense,
compared to the $911 million we recorded in
2000 and the $603 million we recorded in
1999. Our liability for furure workers’ com-
pensation costs for POD claims was $172
million in 2001 and $193 million in 2000.
In 2001, we recorded an expense of $9 mil-
lion for POD, compared to the $14 million
we recorded in 2000 and $11 million in
1999.

In fiscal year 2000, we refined our
methodology used to estimate the present
value of the total amounts we expect to pay
for current Postal Service woikers compensa-
tion claims. The major refinement is the use
of a life table that reflects long-term experi-
ence with a disabled population to estimate
mortality rates of our permanently disabled
population. Previously, we had used a life
table that reflected experience with the gen-
eral United States population. In manage-
ment’s opinion, the refinements result in a
better estimation of our liability for furare
outlays on behalf of Postal Service workers’
compensation claimants. The effect of the

refinements was a reduction of $423 million
in the fiscal year 2000 compensation and
benefits expense.

In fiscal year 1999, we adopted a change
in the net discount rate used in determining
the present value of estimated future workers’
compensation payments for medical claims.
The net discount rate for medical claims was
changed from 0.1% to 1.4%. The effect of
the adoption of this rate has been accounted
for as a change in accounting estimate. It
resulted in a decrease of $131 million in the
fiscal year 1999 compensation and benefits
expense. In management’s opinion, this net
discount rate berter reflects the excess of rates
of return on government debt inscruments of
comparable terms relative to expected furure
medical inflation.

4 Post-Retirement Health
Benefit Programs

Employees of the Postal Service who parrici-
pate in the Federal Employees Health
Benefits Program (FEHBP) for at least the
five years immediately before their retire-
ment may participate in the FEHBP during
their retirement. Under the FEHBP, we pay a
portion of the health insurance premiums of
participating retirees and their survivors.
This program is administered by the Office
of Personnel Management.

The Omnibus Budget Reconciliation Act
of 1990 requires us to pay the employers
share of health insurance premiums for all
employees, and their survivors, who parti-
cipate in the FEHBP and who retite on or
after July 1, 1971. However, we do not
include the costs attributable to Federal civil-
ian service before that date. Our FEHBP
costs amounted to $858 million in 2001,
$744 million in 2000 and $593 million in
1999. We include these costs in our compen-
sation and benefits expense.



5 Debt and Related
Interest Costs

Under the Poseal Reorganization Act, as
amended by Public Law 101-227, we can
issue debt obligatons. However, we are lim-
ited to net annual increases of $2 billion in
our debt for capital improvements and 1o $1
billton for operating expenses. Qur total debt
cannot exceed $15 billion.

Debt is due as follows (dollars in mil-
lions):

Year o o Amount
2002 $5,564
2003 1150
2004 -
2005 -
2006 950
Atter 2006 3651

Cash outlays for interest were $339 mil-
lion in 2001, $263 million in 2000 and $202
million in 1999,

At year-end, the current estimated mar-
ket value of our debrt is $11,650 million in
2001 and $9,316 miliion in 2000 (Note 2).
All notes payable 1o the Federal Financing
Bank (FFB) may be repurchased ar current
value at any time with five days’ notice of
intenrt to do so.

Our Debt Consists of the Following:

(doliars in millions)

Interest

6.323
6.333
6183
1.800
6.323

8.760
257+

2489
2501

5.568
4543
2501

3.858
4780
b412
4437
5.688
5.546
2426
4981
4910
5.355
4939
4925
5959
5.7%6
5.606
4836
6.299
5.5
5417

Rate% Teems*
NCTES PAYABLE TO THE FEDERAL FINANCING BANK (FFB):

Payabie December 28, 2000
Payable March 1, 2001
Payable May 31, 2001

Payable $15 million each year to May 31, 2001

Repurchasable at par Navember 30, 2000,
February 28, 2081 and May 31, 2001

Payable $36 million each year to May 31, 2001
Qvernight revolving credit facility; final maturity

date March 13, 2002
Payable March 28, 2002

Floating rate; payable December 28, 2001,
March 28, 2002 and June 28, 2002

Payatle December 31, 2002
Payabie February 28, 2003

Short-term, floating rate, revolving credit facility; final maturity

date March 12, 2003
Payable July 31, 2003
Payable November 15, 2005
Payable November 15, 2605
Payable May 15, 2006
Payable August 15, 2007
Payable August 15, 2007
Payable May 15, 2008
Payable May 15, 2008
Payable May 15, 2008
Payahle August 16, 2610
Payable February 15, 2011
Payable August 15, 2011
Payable November 15, 2027
Payable November 15, 2027
Payable November 15, 2027
Payable November 15, 2077
Payable May 15, 2036
Payable May 15, 2030
Payabie February 18, 2031

Mortgage Notes Payable:

6.00 to
9,25

Maturing from fiscal years 2002 thraugh 2039
secured by fand, buildings and equipment
with a carrying amount of $15 million.

Less current portion of debt

* Alf debt is repurchasable at any time at a
price determined by then current FFB rates,

** Prior year rate was 6.350%.
*** Prigr year rate was 6.323%.

September 30,
. m o 2000
§ - $ 800
- 500
- 800
- 15
- 1,000
- 36
363 262
800 -
1,000 -
20 20
206 -
3400 Jaco
750 -
200 -
500 -
250 -
400 400
150 150
200 200
200 200
200 200
500 -
200 -
200 -
400 400
100 100
300 300
100 100
250 250
250 -
200

133 933

o3
11,315 4,316
5560 6814

$5,751 $2.502

United States Postel Service Z007 Annual Repart 41



Our Total
Retirement
Expense

of Almost

$9 Billion

In 2001
Represents 13%
of Bur Total
Expenses.

42 United States Postai Service 2001 Annual Report

6 Retirement Programs

With certain exceptions, employees partici-
pate in one of the following three retirement
programs based upon the starting date of
their employment with the Postal Service,
Employee and employer contriburions are
made to the Civil Service Retirement and
Disability Fund (CSRDF), the Dual System
or the Federal Employees Retitement
System, which are administered by the Office
of Personnel Management. Employees may
also participate in the Thrift Savings Plan,
which is a defined contribution retirement
savings and investment plan. Postal Service
employees are authorized to participate in
the Thrift Savings Plan by the Federal
Employees Retirement System Act of 1986.
The Plan is administered by the Federal
Retirement Thrift Investment Board.

Givil Service Retirsment System (CSRS)

Under the Postal Reorganization Act, officers
and career employees are covered by the Civil
Service Retirement System, which provides a
basic annuiry and Medicare coverage. The
CSRS fund covers substantially all employees
hired prior to January 1, 1984, We and the
employee contribute to Medicare ar the rare
prescribed by law. We do not match contri-
butions to the Thrift Savings Plan for
employees who participate in the CSRS.

Duat Givil Service Retirement System (Dual
GSRS)/Social Sacurity System

Employees with prior U.S. government serv-
ice who were hired between January 1, 1984,
and January 1, 1987, are covered by the Dual
Civil Service Retirement System/Social
Security System. We and the employee con-
tribute to Social Securiry and Medicare at the
rates prescribed by law. We do not macch
contributions ro the Thrift Savings Plan for
employees who participate in the Dual
System.

Federal Employees Retirement System (FERS)
Effective January 1, 1987, officers and career
employees hired since December 31, 1983,
except for those coveted by the Dual System,
are covered by the Federal Employees
Retirement System Act of 1986. In addition,
employees hired before January 1, 1984,
could choose during certain periods in 1987,
1988 and 1998 to parricipate in the FERS.
This system consists of Social Security, a
basic annuity plan, and a Thrift Savings Plan.

We and the employee contribute to Social
Security and Medicare at the rates prescribed
by law. In addition, we are required to con-
tribute to the Thrift Savings Plan a mini-
mum of 1% per year of the basic pay of
employces covered by this system. We also
match a voluntary employee contribution up
te 3% of the employee’s basic pay, and 50%
of a contribution between 3 and 5% of basic
pay.

Employer and employee contriburions
are as follows for each of the three plans for
2001, 2000 and 1999:

2001 2000 1999

CSRS

Employer 700 100 100
Employee 100 140 125
Dual CSRS

Employer 100 100 100
Employee 0.80 1.20 1.05
FERS

Employer 10.70 10.10 10.70
Employee 0.80 120 105

The number of employees enrolled in
each of the retitement plans at the end of
2001, 2000 and 1999 is as follows:

2 2000 1999~
CSRS 248347 263,383 261,062
Dual CSRS 11,440 12,00 12,398
FERS 514,870 510,509 503,233

* From July 1998 to December 1898 workers covered
by CSRS were allowed to switch to FERS. During this
penod only 3,436, or less than 1.2%5, of gur employ-
ees chose io change plans.



Deferred Retirsment Costs

Deferred retitement costs consist  of

the following (dollars in millions):

S 2om 2000
CSRS basic pay increases  $24,843 $25,857
CSRS retirees’ and survivors’

cost of living adjustments _7_180 [i,S_ZE
Total $32023  $32183

There are no deferred retirement costs
associated with FERS.

Deferred Retirement Liability — Civil Service
Retirement System

When we increase CSRS employees’ current
basic pay, we are liable for the additional
deferred retirement liability, The Office of
Personnel Management determines the esd-
mared increase in our deferred liabilicy resule-
ing from basic pay increases. We amortize
and pay this amount in 30 equal annual
installments, which includes interest com-
puted at a rate of 5% per year. We make the
first payment at the end of the year in which
employees receive their pay increase.

The increase in our deferred liability for
retitement benefits under the CSRS as a
result of basic pay increases was $319 million
in 2001, $1,635 million in 2000 and $930
million in 1999.

Defarred Retirement Liability — Retirees’
and Their Survivors™ Gost of Living

Adjustments {COLAs)
Congress determines the COLAs granted o

our retirees. Under the Omnibus Budger
Reconciliation Act of 1990, we are liable for
our share of the cost of living adjustments
granted to those retirees, and their survivors,
retiring on or after July 1, 1971. We are not
responsible for any costs due o federal civil-
ian service before that date.

Each year the Office of Personnel
Management determines the estimated
increase in our liability under this law for the
current year. We amortize and pay each year’s
amount in 15 equal annual installments,
which include interest computed at a rate of
5% per year.

The increase in our deferred liability for
our retirees COLAs was $1,668 million in
2001, $1,056 million in 2000 and $537 mil-
lion in 1999.

Future Minimum Payments

We estimate the future minimum payments
we have 10 make in order to fund CSRS ben-
efits and retirees’ cost of living adjustments as
of September 30, 2001, are as follows (dol-
lars in millions):

Year Amaunt
2002 $ 3,681
2003 3602
2004 3482
2005 3391
2006 . 3,087
After 2006 30,573
47816
Less amount representing interest 15,793
Total future minimum payments 32,023
Less: Portion classified as a current
liahility in compensation and henefits 2,091
Long-term portion of future )
minimum payments $29,932

Expense Companents

The following table lists the components of
our total retirement expenses that are includ-
ed in our compensation and benefits expense
and related interest expense in the
Statements of Operations for 2001, 2000
and 1999 (dollars in millions):

L 2000 2000 1999
CSRS $ 760 $795 $616
FERS 2046 1,944 1,824
FERS-Thrift

Savings Plan 189 750 it
Dual CSRS Kk} 35 35
Social Security 1,498 1477 1,337
Amortization
of deferred cost:

CSRS 1,333 1377 1.214
Anqwitant COLAs 814 643 602
Interest expense

on deferred liabilities 1,803 1568 1,592

Total retirement - '
expense $8,865 $8529 8101

Employer cash contributions to retirement
plans were $5,799 million in 2001, $3,516
million in 2000 and $5,164 million in 1999.
These amounts do not include Social
Security and Medicare contributions and
interest expense on deferred retirement liabil-
ities.

7 Revenue Forgone

Our operating revenue includes accruals for
revenue forgone. Revenue is forgone when
Congress mandares that we provide free mail
for cerrain mailers. Congress apptopriates
money to reimburse us for only a portion of
the revenue forgone thar we have incurred in
past years. In our operating revenue, we have
included as revenue the amounts appropriat-
ed by Congress for revenue forgone of $67
million for 2001, $64 million for 2000, and
$71 million for 1999. Legislation that was
passed during 2001 appropriated the $67
millien for 2001 but delayed the payment
until fiscal year 2002. Accordingly, we have
recorded this as a receivable.

Under the Revenue Forgone Reform Act
of 1993, Congress is required to reimburse us
$29 million annually through 2035 (42
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years). This reimbursement is for two pur-
poses: services we performed in 1991, 1992
and 1993 for which we have not yet been
paid; and for shortfalls in the reimbursement
for the costs we incurred for processing and
delivering certain nonprofit mail from 1994
through 1998.

The Revenue Forgone Reform Act of
1993 authorized a total of $1.218 billion in
payments. We calculated the present value of
these future reimbursements to be approxi-
mately $390 million at 7% inrerest. We rec-
ognized the $390 million as revenue during
1991 through 1998. The
amounts receivable as of September 30, 2001
and 2000 were $373 million and $375 mil-

lion, respectively.

fiscal years

8 Commitments

At September 30, 2001, we estimate our
financial commitment for approved Postal
Service capital projects in progress to be
approximately $1,887 million.

Qur total rental expense for the years
ended September 30 is summarized as fol-
lows {dollars in millions):

2001 2000 1999

Non cancelable real

estate leases including

related taxes $ 863 3806 $766
Facilities leased from

General Services

Administration subject

to 120-day notice

of cancellation 4 39 36
Equipment and other

short-term rentals n2 254 431
Total $1,216 31,099  §1,233
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At September 30, 2001, our future mini-
mum lease payments for all non cancelable
leases are as follows (dollars in millions):

Year ~ Operating _ Capital
2002 $84  $88
2003 58 a8
2004 i 88
2005 676 88
2006 620 g8
After 2006 5818 562
$9,383  $1,002
Less: Inerest at §.5% - 257
Total capital lease obligations 5
Less: Shart-term portion
of capital lease obligations _ 4
Long-term portion of
capital iease obligations $697

Most of these leases conrain renewal
options for periods ranging from 3 tw 20
years. Certain non cancelable real estate leas-
es give us the option to purchase the facilities
at prices specified in the leases.

Capital leases included in buildings were
$909 million in 2001 and $787 million in
2000, Total accumulated amortization is
$211 million in 2001 and $163 million in
2000. Amortization expense for assets
recorded under capital leases is included in
depreciation expense.

9 Contingent Liabilities

Each quarter we review litigation pending
against us. As a result of this review, we classi-
fy and adjust our contingencies for claims that
we think it is probable that we will lose and for
which we can reasonably estimate the amount
of the unfavorable outcome. These claims
cover labor, equal employment opportunity,
environmental issues, eraffic accidents, injuries
on postal properties, personal claims and
property damages, and suits and claims arising
from postal contracts. We also recognize the

settlements of claims and lawsuits and revi-
sions of other estimares. Additionally, we eval-
uate the materiality of cases determined to
have a reasonably possible chance of adverse
outcome. Such cases are immaterial to our
financial statements taken as a whole.

As a part of our continuing evaluation
of estimates requited in the preparation
of our financial statements, we recorded
approximately a $35 million increase in lia-
bilities in 2001, $63 million in 2000 and
$104 million in 1999, to tecognize changes
in the estimated cost of litigation and claims
asserted in prior years. We recognized settle-
ments of claims and lawsuits and revised
other estimates in our changes in contin-
gent liabilities. Management and General
Counsel believe that we have made ade-
quate provision for the amounts that may
become due under the suits, claims and pro-
ceedings we have discussed here.

10 Subsequent Event

Subsequent to the close of the fiscal year, the
United States became the target of biological
terrorism. These activities affected the Postal
Service because the infectious biological
agents were sent by mail, causing the death
of two employees, the curtailment of mail
services in some areas, the decline in mail
volume and necessitating the development
of and investment in new health and safety
measures. The costs of terrorism and health
and safety investments and the amount of
decreased mail volumes cannot be quantified
at this time. The President of the United
States has auchorized an initial funding of
$175 million for fiscal year 2002 to assist in
paying for these measures. It is anticipated
that additional cash requirements resulting
from the impact of terrorism and our related
health and safety investments will be funded
through a combination of debt, appropria-
tions and rate increases.



OPERATING STATISTICS

o 2008 2000 1999 1998 18w
Headquarters Carzer Employees*
Headquarters 1,836 2,219 23n 223 1,949
Headquarters-Field Support Units 5553 5566 4,357 4307 439
Inspection Service (field) 4047 4190 4334 4,280 4347
Inspecter General mo _ 664 _ EB? o NES o 1)
Total HQ and Related Employees* 12,249 12,699 11,450 11,041 10,716
Field Career Employees”
Area Offices 1,377 1,597 1875 1,703 1,566
Pastmasters/ Installation Heads 26]13 2611 26,108 26,156 26,256
Supervisors/ Managers 38,754 3819 38,835 35,508 35708
Prof. Admin, Tech. Personnel 9,764 9959 1,007 1,703 11,369
Clerks 269,792 281,956 292,400 293829 280,818
Nurses 180 19 188 189 193
Mail Handlers 50,102 60,851 62,237 62,247 59,147
Clty Delivery Carriers 240,295 11018 242,308 280,813 234,033
Motor Vehicles Operators 9,325 9,347 9270 9026 8,625
Rural Delivery Sarmiers-Full Time 54,790 LYAN 54,588 52,241 43957
Special Delivery Messengers 7 1,331
Bldg. and Equip. Maintenance Personnel 42,604 42,284 41873 41,054 33,954
Vehicle Maintenance Personnel 4558 5546 - 550 551 5,501
Total Field Career Employees* _ 763654 774,839 786,345 781,000 754,458
Total Gareer Employees 775,903 787538 797,795 792,041 765,174
Non-Career Employees™
Casuals 30,317 29572 25,067 28/ 32615
Non-Bargaining Temporary 181 2 107 88 mn
Rural Subs/RCA/RCR/AUX 58134 57,532 57357 56,265 54,834
PM Relief/ Leave Replacements 12,313 12423 2485 12613 12,687
Transitional Employees o !3@ 13,451_ 12,3?5 2_1_7232 - 25_,@
Total Non-Career Employees® 1151!02 113,700 107971 112,595 127,699
Total Employees 891005 | 901,238 905,766 904,636 892,873
Offices, Stations and Branches - -
Post Dffices 21876 27876 27843 21952 28,060
Classified stations and branches 5,835 5,802 5,188 5,661 5,448
Contract stations and branches 2876 2833 2903 291 2807
Community Post Offices o 1@ 1549 1,585 152 1606
Total Offices, Stations and Branches 38,123 38060 38168 38158 38,018
Residential Oelivery Points
City 16,578,169 16131249 79,515,844 75,088,866 Ta545,09
Rural 31004518 29,915,385 28,7h3 812 27683441 26,707,304
PO Box 15,818,628 15,904,400 16,048,328 16,575,127 16,177,352
Highway Centract 2004837 | 1,838,395 1857,689 1,784,522 1,103,602
Total Residential 125,406,149 123,889,429 122,235,670 121,131,956 119,834,367
Business Delivery Points
City 7183431 1197776 71157129 7164,995 7149055
Rurat 1,071,200 1,013,269 456,301 901124 850,468
PD Box 3,969,279 3,196,343 3,638,737 3,351,603 3151513
Highway Contract o 52-,247 o _49,234 _ 745,231’ - 43,?35 40,043
Total Business _12,2?§,159 12,[15@',_622 7711_,817’,004 ____11,451,457 11,197,085
Total Delivery Points 137,682,307 135,946,051 134,052,674 132,593,413 131,031,452
Change in Delivery Points 1,736.256_I 1,803,317 1459,261 1,561,961 172491

* Complement data from On-Rofls and Paid Employees Statistics database,
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{in millions of units indicated)

Class of Mail 2001 2000 1999* 1998 1997
First-Class Mail

Pieces, number 103,655.6 103,525.7 101,936.5 100434.2 99659.9

Weight, pounds 41,3628 43920 42099 41513 41151

Revenue $35,876.0 $355159  $348332  $338612 $33,3976
Priority Mail

Pieces, number 1178 12225 1]89.5 117144  1,068.2

Weight, pounds 21497 23523 21424 19800 18606

Revenue $4,916.4 $4.8371 $45313 $41874  $38569
Express Mail

Pieces, number 69.4 709 88.7 66.2 63.6

Weight, pounds 721 800 783 T 76.3

Revenue $995.7 $9961 $942.0 $8545  $8247
Mailgrams

Pieces, number 33 37 4 13 53

Revenue $14 $15 316 $17 $20
Periodicals

Pieces, number 10,0774 10,364.8 10,2138 103168 104114

Weight, pounds 4,408.3 41203 44826 44511 43383

Revenue §2,205.2 $21707 $2115.3 $20723  $2.0675
Standard Mail

Pieces, number 89,9334 50,0573 85,6617 82,5081 712636

Weight, pounds 10,8222 M1426 10,6483 163768 95939

Revenue $15,704.9 $151933 $12.43548 $131m7  $12,876.0
Package Services

Pieces, number 1,093.0 1284 1,043 10234 986.4

Weight, pounds 38017 37138 35332 4003 20898

Revenue $1,9938 $1.5123 31,8285 $17543  $16276
International Economy Mail

Pieces, number 60.4 187 103.2 95,6 974

Weight, paunds 803 894 9611 956 1020

Revenue 1777 $180.3 $19349 $1837  $1920
International Airmail ‘

Pieces, number 1,022.1 1.020.7 9215 8484 909.5

Weight, pounds 1718 1697 152.2 149.0 1672

Revenue™* $1,554.0 $1.4772 $14342 $1461  $14228
.S, Postal Service

Pieces, number 380.6 3629 3824 3801 il

Weight, pounds 82.3 85.3 1026 96.2 884
Free Mail for the Blind

and Handicapped

Pieces, numher 4.6 46.6 53.2 532 53.3

Weight, pounds 249 251 26.6 212 06
TOTALS***

Pieces, number 207462.6 207882.2 201,643.5 196,304.7  190,8881
Weight, pounds 259754 26,840.6 25,562.2 4423 233524
Revenue $63,425.2 $62,284.3 $604178  $58.0329 $56,2670

* Certain reclassifications have been made to previgusly reported international amounts.

** Inchides foreign postal fransaction revenue,

“** Agency and franked mail are included in their classes of mail, when using official mail.
Some totals may not add exactly due to rounding.



(in millions of units indicated)
Class of Mall } 2001 2000 1999 1998 1897
Registered*
Numdber of articles 114 133 131 15.3 163
Revenue $98.4 $984 $95.2 $89.2 $95.2
GCertified*
Number of articles 269.0 2105 2681 2183 2845
Revenue $4948 $385.4 $3713 $3857  $3428
Insurance*
Nurmber of atticles 60,0 58.0 185 03 331
Revenue $1231 $108.9 $315 $7125 $61.0
Deiivery Receipt Services*
Number of articles 4211 3569 2493 - 2313 2605
Revenus $370.8 $3168 $2847 $2621  $2894
Collect on Delivery
Humber of articles 27 1 49 38 41
Revenue $15.3 $n5 $198 $178 $218
Special Delivery
Number of articles il 0.0 0.0 00 01
Revenue $0.0 $6.0 $0.0 $60 $14
Money Orders
Kumber issued 2212 2328 2209 2085 2061
Revenue $225.4 $2347 $228.3 $2101 $219.2
Face value of issues (non-add)™* | $30,770.3 $79.945.2 $284014  $2671246 $261804
Other
Box rent revenue $699.0 $684.2 $687.2 $6174  $5776
Stamped envelope and card revenue $271 $154 $307 $174 $im
Dther revenue, net $2875 $326.0 $4420 $2908  $a40D
TOTALS
Special Services revenue $2,3414 $2191.2 $2.236.7 $19721  $1,8658
Mail revenue %,425.2 $62,204.3 $60,4178 $58,0329  $56,2670
Operating revenue - ) ) - T B
before appropriations $65,766.6 $644756  §628545  $60,0050 $581326

* Return receipts have been broken gut from registered, certified and inswrance special service categories.

** Delivery Receipt Services contains Return Receipts, Return Receipts for Merchandise and Delivery Confirmation.
Delivery Gonfirmation Service began during 1993

** Certain reclassifications have been made to previously reported amounts,
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FINANCIAL HISTORY summary

o 2001 2000* 1999*
STATEMENTS OF OPERATIONS
(dollars in bilions)
Total revenue $ 659 $ 646 $ 627
Total expense 676 ] ~ G24
Net (loss) income $(1 $ 0 $ 04
(daltars in millions) - - -
Operating revenue 465,767 $64.476 $62,655
Revenue forgone appropriation 67 b4 . n
Total operating revenue 65,834 64,540 62,726
Compensation and benefits 51,351 49,532 47333
Restructuring costs - - -
Other expenses 14,289 13460 13,309
Total operating expenses 65,640 62,992 0,64
Income from operations 194 1,548 - 2,084
Interest and investment income 35 1 2
Interest expense on deferred retirement Kabilities (1603) (1,568) (1,592
Interest expense on borrowings (306) {220) (158)
Income (loss) before retroactive assessments and extraordinary items (1,680) Wﬂ) O3
Retroactive assessments for employee benefits™ - - -
Income (loss) before extraordinary item (1,680) 199 K
Extraordinary item~debt refinancing premium - -
Net (loss) income $(1,580) - $(199) $363
BALANGE SHEETS
Assets :
Current assets $1933 1,655 $ 1,298
Property and equipment, deferred retirement costs and other assets 87158 56,628 5413
Tatal assets $50,001 $58,283 $56,000
Liabilities == E— .
Current liabilities $17457 $18.217 $15.436
Other liabilities 38,209 38150 37,466
Long-term debt 5,751 2,502 3,554
(Net capital deficiency)/equity (2,326) {646) 47
Total liabilities and (net capital deficiency)/equity $59.001 $58,283 $56,009
CHANGES IN (NET CAPITAL DEFICIENCY)/EQUITY
Beginning halances
Capital cantributions of the 1.8, government $3,034 $ 3034 $ 3034
Deficit since reorganization {3,680) (3.481) (3,840)
Total beginning balance (net capital deficiency)/equity ”_fﬁﬁj ”(447) (8717[1)
Net (loss} income (1,680) {189) 363
Ending balance*** $(2,326) ~ $(646) $47)

* Certain reclassifications have been made to previously reported amounts.

** Relates to OBRA 1990 and 1383,
*** Some tatals may not add exactly due to rounding.
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g 1997+ 1995" 199" 1994 903 9 1991

$ 601 $ 583 $ 565 $ 545 $ 495 $ 480 $ § 442
_ 995 1 _ 550 _ s 80 _ 48 416 451
$ 06 $13 $18 $18 $ (09) $ (1.8) $ (0.5) $ (15)
$60,005 $58133 $56,309 $54176 $49.252 $47418 $46151 $43.323
-8 8 % m 3 164, 85 58
60,072 58,716 56,402 54,293 £9,383 47582 46,506 13,885
45,596 44,093 12676 na3 30,600 3888 322 34,904
- - - - - 129 1,010 -
1% 11,038 10431 _8798 8846 _115 15 _1H5
57786 55131 53113 50730 48,455 46,322 45,653 42119
2,286 333 3289 3563 98 1,260 1083 1766
M 15 "2 76 193 40 403 318
(1,613) (1629) (1,46) 1,43) (1433) (1416) (1.350) (1.263)
(167) @07) (368) (566) (601) (620) (638) ~ (480)
850 1260 1367 1770 @) e ~(536) Ty
- - - - - (857) - (1,810)
R0 1264 1567 S @13 (1,229) - {536) (1,469)
- - T - - (336) - o
$550 $1.264 $1,567 $1.770 $(913) $(1,765) $(536) $01469)
$ 1893 $ 1736 $ 1670 $ 2975 $ 2683 $ 4478 $ 6027 $ 4863
53,015 51,675 56157 45,148 43,733 42,4803 41,638 38,403
$54,008 $53411 $51,827 $a9121 $46.416 $47281 $47665 $43266
$15.278 $14107 $12.796 $11,499 $11,665 $ 10)40 $ 9,484 $ 7400
7652 37439 37746 34,794 32,985 33503 32,291 3047
2,788 3295 3,900 7019 LAV 8,686 a1m 8139
@) (1,360) (2,624) L) (5.967) (5,048) (3.289) _m
$54.908 $53.011 $51,827 $19)21 $46416 $47281 $47665 $43.266
$ 303 $ 303 $ 3034 $ 303 $ 3034 $ 303 $ 3035 $ 3034
(4,304) (5,658) {1225) (8.995) (8,082) (6,318) (5,781) (3438)
{1,380 (2628) @191 -~ (5,961) (5,048) (3.263) (2.147) (802)
550 1,264 1,567 1770 ©13) (1,765) (536) (874)
$(810) $01,360) $(2.6240) $(4)91) $(5.951) $(5,048) $(3.283) $0,278)

* Lertain reclassifications have beer made fo previpusly reported amsunts,
** Relates to 0BRA 1994 and 1993,
*** Some totals may not add exactly due to rounding.
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GLOSSARY

Accruals: Revenue and expenses that are recorded as
they occur, even though they may not have actually
been paid,

Anthrax: An infectious disease caused by Bacillus
anthracis. Human anthrax has three major clinical
forms: cutaneous, inhalation and gastrointestinal.

Amortize: To reduce the value of an asset through
regular charges to income over time; or to write off
expenses by prorating them over a period of time.

Appropriation: Public funds set aside by Congress for
a specific purpose.

Bar code: A series of vertical full bars and half bars
representing the ZIP Code information printed on a
mailpiece to facilitate automated processing by bar
cade reader equipment.

Biohazard: A biclogical material especially if infective,
that poses a threat to humans or their envirenment.

Capitalize: To treal an expenditure as an asset; or to
compute the present value of a future payment that will
be paid over a period of time.

Confirm: A service that allows mailers to identify and
track their mailpieces by placing a bar code or PLANET
(Postal Alpha Numeric Encoding Technique) Code on
the front of their letter or flat.

Contribution: The difference between the revenue
from a class of mail and that class’s volume-variable
costs. For example, if a class of mail has revenue of
$1.5 billion and volume-variable costs of $1 billion, its
contribution is $500 million, which means that this
class of mail covers its costs and contributes $500 mil-
lion to the common costs of all mail services.

Delivery Confirmation: Delivery Confirmation is a
special service designed to provide the date of delivery
or attempted delivery for Priority Mail and Standard
Mail parcels, bound printed matter and library mail.

Depreciate: To periodically reduce the estimated value
of an asset over the caurse of its useful life.

Deputy Postmaster General (DPMG): A member of
the Board of Governars, jeintly appointed by the
Pastmaster General and Governers.

Birect Mail: A form of advertising often employed by
businesses to reach targeted groups of potential cus-
tomers by mail,

Employment Cest Index (ECI): A naticnal indicator
of overall employee labor cost and one of the principal
economic indicators used hy the Federal Reserve Bank.

Equity: The difference between the value of all assets
less all Habilities.

Express Mail: The Postal Service's premium delivery
service, providing guaranteed overnight defivery for doc-
uments and packages weighing up to 70 pounds. Both
domestic and international services are offered.

First-Class Mail: A class of mail including letters,
postcards, and postal cards, all matter wholly or partial-
ly in writing or typewriting, and all matter sealed or
otherwise closed against inspection,

Fixed Asset: Any tangible praperty such as buildings,
machinery and equipment, fumiture, and leasehold
improvements.

Generally Accepted Accounting Principles (GAAP):
The rules and procedures of accepted accounting prac-
tice as defined by the Financial Accounting Standards
Board.

Gross Domestic Product {GDP): The total market
value of all the goods and services produced in one
year in the United States.

Inspector General: The Inspecfor General is appoint-
ed by and reports directly t¢ the Governors of the
Postal Service and is independent of postal manage-
ment. The Office of Inspector Generat (DIG) primarily
investigates and evaluates programs and operations of
the Postal Service to ensure the efficiency and integrity
of the postal system,

Irradiatien: Treatment or therapy by exposure to radi-
ation.

Leaseholdl: An asset that gives the Postal Servicé the
right to use property under a lease.

Lettershop: A company that personalizes, labels, sorts
and stuffs envelopes in preparation for Standard Mail.

Liahility: Any debt or obligation the Postal Service is
bound to pay.

Nitrile Gloves: Industrial strength protective hand
coverings that are highly resistant to a wide range of
chemicals, abrasions and punctures.

Periodicals: A class af mail, formerly called second-
class mail, that consists of magazines, newspapers, and
other publications,

Point-of-Service BNE (PGS ONE): An electronic
retail sales device that assists employees with retail
transactions and provides product inventory and sales
information.

Pastal Inspection Service: The investigative arm of
the Postal Service responsible for investigating criminal
acts involving the mails and misuse of the postal system,

Postal Rate Commission (PRC): An independent
federal agency that makes recommendations concern-
ing Postal Service requests for changes in postal rates
and mail classifications.

Postmaster General (PMG): The chief executive
officer of the Postal Service, appointed by and serving
at the pleasure of the Governors.

Present Value: The value today of a future payment
that is discounted at a stated rate of compound inter-
est. For example, the present valve of $100 that will be
paid to the Postal Service 10 years from now is about
$38.55, if we discount that $100 at a rate equal to 10
percent inferest compounded annually.

Priority Mail: Priority Mail provides two- to three-day
delivery service.

Priority Mail Global Guaranteed®: An alliance with
DHL Worldwide Express, Inc. providing day-certain
delivery guaranteed service to 65 countries around the
world.

Processing and Distribution Center (P&DC): A
large mail-sorting and dispatching plant that serves as
a hub for mail originating from post offices, collection
boxes and customer maitboxes, and Jarge-volume mail-
ers in a designated service area.

Receivable: Money that is owed to the Postal Service.

Recognize: To record in Postal Service accounts as
income or expense.

Standard Mail: New name for the bulk advertising
mail fermerly known as Third-Class Mail.

Tracking: Maintenance of records concerning various
aspects of mailings such as response rates, mail dates
and location of respondents.

U.S. Mail: Any mailable matter that is accepted for
mail processing and delivery by the Postal Service.

United States Postal Service (USPS): The succes-
sor to the Post Difice Department, the USPS was estab-
lished by the Postal Reorganization Act of July 1, 1971,
as an independent, self-supporting federal agency with-
in the executive branch.

Universal Service: The Postal Service’s mandate and
cammitment to the nation to provide mail delivery serv-
ice at uniform and reasonable rates to everyone, every-
where,

Year: As used in the financial section of this repart,
it means the Postal Service fiscal year, which is the
12-month period during which the Postal Service
keeps accounts, beginning October 1 and closing
September 30.
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The 800,000 men and women of

the Postal Service perform heroic acts every day.

They live their lives with duty, honor and pride.

Some go beyend even that, performing
acts of special courage or heroism,
suffering injury or making the ultimate
sacrifice in service to others. They are awarded

the Postmaster General's Medal of Freedom.

Neither snow, nor rain, nor gloom of night,

Joseph P Curseen, Jr. Thomas L. Moris, Jr.

nor winds of change, nor a nation challenged

will stay them from the swift completion of their appointed rounds.

Ever.

UNITED STATES
‘ POSTAL SERVICE.

Foundeq September 26, 1789
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Since September 11% the Postal Service has delivered more than a half billion pieces of mail
gach day to homes and businesses all across America.
SAFELY.
In times like these, sometimes the most important thing you can do is your job.
Want to meet an everyday hero?
Shake hands with a postal worker.

The Annual Repert of the United States We welcome your financial questions This report is printed
Postal Service is published by: and comments at: on recycled paper
Uniited States Postal Service Urited States Postal Service Gorporate Accounting using environmentalty
Public Affairs & Communications 475 LEntant Plaza, SW safe inks.
475 I'Enfant Plaza, SW Washington, DC 20260-5241
Washingfon, DC 20260-3100 Visit our Annual Repert on the web at

www,usps.com/ history/ anept0i
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